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I INVESTIGATION  OF  RAILROADS,  HOLDING  COMPANIES, 

! AND  AFFILIATED  COMPANIES 


February  6,  1941. — Ordered  to  be  printed 


Mr.  AVheeler  and  Mr.  Truman,  from  the  Committee  on  Interstate 

Commerce,  submitted  the  following 


REPORT 

[Pursuant  to  S.  Res.  71  of  the  74th  Cong.] 

ALLEGHANY  CORPORATIOxN— PLAN  FOR  REORGANIZATION 
AND  MERGER  WITH  THE  CHESAPEAKE  CORPORATION 

I.  INTRODUCTION 

This  report  deals  with  a proposal  to  reorganize  the  largest  United 
States  railroad  holding  company,  Alleghany  Corporation,  and  to 
merge  it  with  its  subsidiary.  The  Chesapeake  Corporation.^  Hear- 
H mgs  on  this  subject  are  reported  in  part  X of  the  hearings  of  this 

: subcommittee;  ^ relevant  material  is  also  contained  in  part  VII.^ 

A REFORM  MANAGEMENT  TAKES  THE  HELM 

I On  May  5,  1937,  Robert  R.  Young  and  two  associates,  Frank 

Kolbe  and  Allan  P.  Kirby,  purchased  from  the  George  and  Frances 
Ball  Foundation  a block  of  stock  which  gave  them  control  of  Alle- 
ghany Corporation.^  The  purchase  was  in  such  form  that  the  Young- 
Kolbe-Kirby  syndicate  held  control  for  at  least  2 years  on  an  invest- 
ment of  $1,512,405.70.®  The  syndicate  was  so  set  up  that  actual 

, I The  proposal,  or  “Plan  of  Consolidation,”  is  printed  as  Exhibit  No.  1248,  Hearings,  Part  X,  pp.  4456- 

4475. 

2 Hearings,  Part  X,  pp.  4051  sqq. 

3 Hearings,  Part  VII,  pp.  2269  sqq. 

< Another  report  of  this  subcommittee,  in  preparation,  deals  with  the  formation  of  the  George  and  Frances 
Ball  Foundation  as  a tax-reducing  device,  and  with  the  sale  by  it  of  the  controlling  block  of  Alleghany  stock 
, to  the  Young-Kolbe-Kirby  s3Tidicate.  (See  also  Hearings,  Part  VII,  pp.  2269  sqq.) 

^Exhibit  No.  453,  Hearings,  Part  VII,  p.  2589. 
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2 RAILROADS  AND  HOLDING  COMPANIES 

control  rested  in  the  hands  of  Kobert  R.  Young.®  Mr.  Young’s 
personal  investment  in  the  controlling  block  of  stock  was  $254,295.92.^ 

For  1 is  $255,000  Mr.  Young  acquired  control  of  tlie  remains  of  the 
vast  CO  -porate  empire  accumulated  by  the  Van  Sweringens  with  the 
banking  assistance  of  J.  P.  Morgan  & Co.  Alleghany  Corporation 
controlled  more  than  200  other  corporations,  iucludiug  four  eastern 
railroac  s (the  Chesapeake  & Ohio,  the  Erie,  the  Nickel  Plate,  and  the 
Pere  Marquette),  operating  9,500  miles  of  track,  and  (subject  to  the 
jurisdic  ion  of  the  bankruptcy  court)  the  Missouri  Pacific  railroad 
system,  operating  12,500  miles  of  track.  In  addition  to  these  rail- 
roads, . dleghany  controlled  coal  companies  and  hotels,  peach  orchards, 
barge  li  les,  busses,  real-estate  companies,  and  a host  of  miscellaneous 
enterpr  ses.  For  his  $255,000  Mr.  Young  secured  control  (subject  in 
many  i istances,  however,  to  the  jurisdiction  of  bankruptcy  courts) 
of  corj  orations  whose  assets  had  a book  value  totaling  almost 
$3,000,1)00,000.®  P oung-controlled  I’ailroad  companies  employed 
more  tl:an  100,000  men,  with  a total  pay  roll  of  more  than  $170,000,000 
per  yea 

^Ir.  doling  took  shoestring  possession  of  this  empire  on  May  5, 
1937.  The  following  dajq  in  testimony  before  this  subcommittee,  he 
frankly  admitted  that  the  holding-company  system  which  made 
possibk  such  concentration  of  power  was  “a  bad  thing.” 

Mr.  Y DUXG.  * * * J ifiink  it  is  a bad  thing  for  any  individual  to  have  such 

power,  " think  it  is  had,^^ 

In  addition  to  admitting  freely  that  concentration  of  power  through 
pyramided  holding  companies  was  bad,  Mr.  Young  acknowledged 
tliat  he  knew  of  many  of  the  abuses  which  had  occurred  within  the 
Alleghaiy  system,  and  especially  within  the  Chesapeake  & Ohio 
branch  of  the  Alleghany  system,  in  previous  years. 

Mr.  Lowenthal.  * * * Hearings  of  this  subcommittee  brought  out  the 

fact  tha  the  Chesapeake  & Ohio  and  its  subsidiary,  Virginia  Transportation 
Corpora-  ion,  at  various  times  in  1930  and  in  1931  had  falsified  their  books  of 
account  n connection  with  that  transaction  [a  dummy  option  contract  for  pur- 
chasing i ontrol  of  the  Chicago  & PJastern  Illinois  by  setting  up  as  deposits  on 
the  book  > of  account  money  that  was  not  on  deposit  at  all,  money  in  the  amount 
of  millio:  is  of  dollars.  I wondered  whether  you  had  been  apprised  of  that  tcsti- 
monv  be  ore  this  subcommittee? 

Mr.  Y DUNG.  I had  heard  about  it,  and  / have  already  taken  steps  to  inquire  into 
the  other  md  of  it,  into  our  side  of  it, 

Mr.  Ldwenthal.  You  would  disapprove  of  anything  of  that  kind,  would  you 
not? 

Mr.  '''ouNG.  Emphatically.  Anything  that  does  anything  to  falsify  records^ 
I thinks  IS  very  had.^'^ 


® The  Yo  ing-Kolbe-Kirby  syndicate  assigned  control  to  Young,  Kolbe  & Co.,  as  agent.  (Exhibit  No. 
454,  ibid.,  ] . 2589  at  p.  2591.)  Mr.  Young  has  a 70-percent  interest  in  that  firm.  (Hearings,  Part  VII, 
p.  2300.) 

The  Cha  rmax.  So  that,  Mr.  Kirby,  the  dominant  figure  in  the  Alleghany  system  will  be  really  Mr. 
Young,  not  vithstanding  the  fact  that  you  put  up  most  of  the  money?  The  dominant  figure  in  the  control, 
managemer  and  so  forth,  is  going  to  be  Mr.  Young? 

Mr.  Kiri  y.  That  is  correct.  (Hearings,  Part  VII,  p.  2301.) 

^ See  foot]  ote  to  Exhibit  No.  453,  Hearings,  Part  VII,  p.  2589,  discussed  at  pp.  2302-2305. 

8 A chart  ihowing  the  corporate  relations  of  the  200  Alleghany-controlled  corporations  as  of  June  30.  1936, 
appears  as  Exhibit  No.  5,  Hearings,  Part  I,  facing  p.  216.  A table  showing  net  book  assets  of  Alleghany- 
controlled  ( perating  subsidiaries  appears  as  Exhibit  No.  7,  ibid.,  pp.  219-222.  The  latter  indicates  that 
about  36  pe  cent  of  the  book  assets  ($1,096,323,584  out  of  $2,994,721,763)  were  owned  by  companies  in  reor- 
ganization. (Ibid.,  at  p.  222.) 

9 Exhibit  Vo.  13,  Hearings,  Part  I,  p.  227.) 

10  Hearing  5,  Part  VII,  p.  2307.  [Italics  supplied.] 

11  For  dis«  ussion  of  the  Chicago  & Eastern  Illinois  dummy  option  contract,  seti  Hearings,  Part  VIII,  pp. 
2798  sqq.,  a d Report  No.  25,  Part  5,  of  this  subcommittee,  entitled:  “Chicago  Eastern  Illinois  Ry.jCo, — 
Concealmei  t of  Loan  Transaction  with  C.  <fe  O.  Ry.  Co.” 

u Hearing  >,  Part  X,  p.  4274.  [Italics  supplied.] 
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Mr.  Lowenthal.  Another  set  of  hearings  of  this  subcommittee  produced 
evidence  indicating  that  in  1930  and  1931  the  Chesapeake  & Ohio  lent  millions 
of  dollars  to  the  Bremo  Corporation  to  enable  that  corporation  to  maintain  its 
ownership  of  stock  purchased  on  margin  for  the  purpose  of  getting  control  of  the 
Chicago  Great  Western.  These  loans  enabled,  according  to  the  testimony  before 
the  subcommittee,  that  speculative  syndicate  to  continue  control  and  to  maintain 
improper  relations  between  the  control  of  Great  Western  on  the  one  hand  and 
shippers'  representatives  on  the  other. 

Air.  Young.  From  what  I have  heard  about  that,  I do  not  like  it.^*  j 


Mr.  Lowenthal.  * * * in  the  same  set  of  hearings  there  was  evidence 

that  the  Chicago  Great  Western's  board  declared  improper  dividends,  dividends 
which  should  not  have  been  declared  at  the  time,  when  the  railroad  ought  not  to 
have  been  paying  money  in  dividends,  and  that  a considerable  portion  of  those 
dividends  were  used  by  the  Bremo  syndicate  to  pay  interest  on  its  obligations  to 
the  Chesapeake  & Ohio  or  its  subsidiary  on  loans  made  by  them  to  Bremo,  and 
that  shortly  thereafter  it  became  necessary  for  the  Chicago  Great  Western  to  go 
to  the  Reconstruction  Finance  Corporation  and  borrow  relief  funds  in  almost  the 
very  amount  paid  out  in  dividends. 

Mr.  Young.  I think  that  was  very  bad.^^ 

* ♦ * * * 

Mr.  Lowenthal.  * * * ^he  evidence  showed  that  in  1930  the  Chesapeake 

& Ohio  caused  the  Chicago  & Eastern  Illinois  to  obtain  a loan  of  relief  funds  from 
the  Reconstruction  Finance  Corporation  on  financial  representation  statements 
which  were  in  effect  fraudulent.*^  I wondered  whether  that  particular  transaction 
had  been  called  to  your  attention. 

Mr.  Young.  I liad  heard  about  that  vaguely;  and  that  is  one  of  the  things  that  we 
are  going  to  inquire  into.^^ 

In  addition,  Mr.  Young  agreed  that  these  abuses  were  of  a most 
serious  nature,  and  must  be  ended. 

Mr.  Lowenthal.  Would  you  regard  such  transactions  as  little  pecadillos? 

Mr.  Young.  iVo;  / should  say  they  were  of  major  iyjiporiance.^^ 

* *****  ♦ 

Senator  Truman.  * * * I still  say  that  the  holding-company  situalion  is 

going  to  be  practically  as  bad  when  you  get  through  with  it  as  it  was  to  start  with.} 

Mr.  Young.  On  that  point.  Senator,  I want  to  say  that  / fully  appreciate  the 
evils  that  have  been  brought  out  here  of  the  attenuated  control,  of  the  position  that  that 
control  is  in  to  milk  properties,  and  I have  not  attempted  to  say  that  there  are  not 
evils  in  railroads  and  evils  in  railroad  holding  companies  just  as  there  can  be  evils 
in  any  other  business  where  there  is  unscrupulous  management.  * * * 

I think  the  evils  which  you  have  very  properly  pointed  out  here  can  be  eliminated  \in 
the  future.^^ 

But  while  Mr.  Young  declared  “it  is  a bad  thing  for  any  individual 
to  have  such  power”  as  pyramided  holding  companies  gave  him,  and 
declared  moreover  that  the  improper  transactions  in  the  Alleghany 
system  which  he  had  acquired  were  “of  major  importance,”  he  did  not 
advocate  legislation  abolishing  the  holding  companies  of  which  he 
disapproved.  He  believed  that  legislation  was  not  necessary  to 
accomplish  reform  because  he  himself  would  complete  the  reforms, 
and  do  it  more  quickly  than  legislation  possibly  could. 

u For  discussion  of  Chesapeake  & Ohio-Bremo  Corporation-Chicapo  Great  Western  relations,  see 
Hearings,  Part  IX,  passim,  and  Report  No.  25,  Part  12,  of  this  subcommittee,  entitled:  “Control  of  the 
Chicago  Great  Western— Bremo  Corporation.” 

H Hearings,  Part  X,  p.  4275.  [Italics  supplied.] 

For  discussion,  see  Part  IX,  passitn,  and  Report  No.  25,  Part  13,  of  this  subcommittee,  entitled: 
“Chicago  Great  Western  Dividends.” 

1®  Hearings,  Part  X,  p.  4275.  [Italics  supplied.] 

H For  discussion,  see  Hearings,  Part  VIII,  pp.  2899  sqq.,  2940  sqq.,  2960  sqq.,  and  Report  No.  25,  Part 
5,  of  this  subcommittee. 

18  Hearings,  Part  X,  pp.  4275-4276.  [Italics  supplied.] 

19  Ibid.,  p.  4278.  (Italics  supplied.] 

Ibid.,  p.  4282.  [Italics  supplied.] 
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The  Churman.  + * * in  my  judgment,  this  kind  of  thing  has  got  to  be 

stopped  ir  the  United  States. 

Mr.  Yo  PNG.  And  we  are  probably  going  to  beat  you  to  it.  * * * 

The  Ce  airman.  I hope  that  if  you  do  beat  us  to  it,  it  will  be  upon  a sound  basis. 
And  if  yoi  do,  you  cannot  hurt  my  feelings  by  beating  me  to  it,  because  all  we 
want  to  d* » by  passing  legislation  is  to  accomplish  wLat  you  can  accomplish  without 
any  legish  tion  if  you  see  fit  to  do  so.2> 

In  su}  port  of  his  argument  that  additional  legislation  was  unneces- 
sary, M \ Young  declared  that  the  day  was  past  when  vast  holding- 
compan;  r structures  could  be  erected. 

Mr.  Ycung.  I wish  to  repeat  that  what  came  to  birth  in  the  Alleghany  Cor- 
poration < ould  never  happen  again.^^ 

So  fai  as  Alleghany  Corporation  itself  was  concerned,  Mr.  Young 
insisted  that  under  his  management  the  corporation’s  policy  would 
be  enligitened.  He  vigorously  denied,  for  example,  that  it  would 
milk  op<  rating  railroads  like  the  Chesapeake  & Ohio  for  the  benefit 
of  the  h(  Iding  company. 

Mr.  Ycung.  * * * For  anyone  to  intimate  or  try  to  bring  up  into  these 

hearings  1 hat  the  dividend  policy  of  the  Chesapeake  & Ohio  is  going  to  be  con- 
trolled fo:  the  benefit  of  that  holding  company  is  absolutely  erroneous.  There 
may  have  been  managements  in  the  past  which  have  operat<3d  that  way,  but  I 
can  say  e nphatically  that  the  present  management  will  not  operate  that  way, 
and  the  r 3ason  will  be  simply  because  we  have  sense  enough  to  know  that  we 
cannot  ki  1 the  goose  that  lays  the  golden  egg.  We  are  in  this  property  to  stay. 
We  are  nc  t in  it  to  milk  the  Chesapeake  & Ohio  overnight  and  get  out.  * * * 23 

Even  :f  the  control  of  Alleghany  Corporation  changed,  Mr.  Young 
declared  the  old  abuses  could  not  return,  because  of  “public  opinion.” 

Mr.  Y’cung.  I say  that  could  be  done,  in  the  event  that  I should  die  and  un- 
scrupulou ! people  came  in  and  got  control  of  the  properties.  They  could  do 
those  thii  gs.  I say  they  could  within  limitations.  I have  tried  to  make  clear 
that  they  could  not  do  it  practically,  because  of  the  glare  of  public  opinion;  and 
I believe  hat  even  if  an  unscrupulous  person  came  into  my  shoes  tomorrow,  he 
could  not  do  these  things  actually.  Theoretically  he  could,  but  actually  he  could 
not,  becai  se  Mr.  Marshall  here  and  his  friends  in  the  Chesapeake  & Ohio  would 
rebel,  and  they  would  come  down  here  and  see  Senator  Wheeler  and  say,  “These 
New  Yorl:  gamblers  ud  there  are  trying  to  ruin  our  properties,  and  I think  you 
had  bette  • give  them  a little  investigation.”  I think  that  would  stop  it.^^ 

Mr.  oung  believed  that  in  addition  to  his  own  integrity  and  the 
power  o'  public  opinion,  existing  Federal  laws,  laws  of  the  State  of 
Marylai;  d in  which  Alleghany  Corporation  is  incorporated,  and  powers 
given  b}  law  to  the  Interstate  Commerce  Commission  were  sufficient 
to  end  s ich  abuses. 

# 

Mr.  Yc  CNG.  I told  Senator  White  yesterday,  and  I told  Senator  Wheeler  that 
I felt  tha  attenuation  was  bad,  and*^that  I felt  that  holding  companies  beyond 
the  first  degree  were  bad  and  that  legislation  is  alread}^  such  that  it  can  never  be 
repeated.  * * * 25 

;je  * * * * * 

Mr.  Yc  UNG.  The  laws  of  Maryland  will  prevent  it  and  the  Interstate  Commerce 
Commissi  )n  will  prevent  it.^^ 

Finally,  Mr.  Young  agreed  that  railroad  operations  should  go  back 
into  the  hands  of  railroad  operating  companies  rather  than  be  left  in 

Hearings  Part  VII,  pp.  2312-2313. 

«Ibid..  p.  5548. 

« Hearings  Part  X,  p.  4271. 

R.  S.  M arshall,  vice  president  and  chief  operating  executive,  Chesapeake  & Ohio  Railway  Co. 

Mibid.,  p.  272. 

n Idem. 

« Hearings  Part  VII,  p.  2569. 
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the  hands  of  holding  companies;  indeed,  he  proposed  to  accomplish 
this  himself. 

Senator  Truman.  * * * The  sooner  the  railroads  and  the  transportation 

companies,  all  of  them,  can  be  returned  to  the  operating  companies,  the  better  it 
is  going  to  be  for  the  country.  That  is  the  whole  reason  for  our  labors  here — 
to  see  if  we  cannot  reach  a conclusion  that  will  permit  railroad  operation  again  to 
come  back  to  the  operators  that  ought  to  operate  them,  and  take  it  out  of  the  hands 
and  the  control  of  the  New  York  bankers,  or  holding  companies,  if  you  please,  and 
put  it  back  where  it  ought  to  tie.  I am  sure  that  in  the  long  run  you  will  agree  with 

me.  , ■ XI.  i. 

Mr.  Young.  I agree  with  you  now.  The  only  difference  between  us  is  the  mat- 
ter of  the  means  to  bring  it  about.  I say  I can  do  it  more  quickly  than  it  can  be 
brought  about  by  new  legislation.  That,  I think,  would  hinder  it.^’ 

Throughout  his  early  testimony,  Mr.  Young  gave  a single  impres- 
sion— that  the  new  holding-company  management,  realizing  the  evils 
of  attenuated  holding-company  control  of  railroads,  proposed  to 
wipe  out  such  attenuation  as  effectively  and  more  quickly  than  Con- 
gress could  do  so  by  legislation.  Mr.  Young’s  testimony  before  the 
subcommittee  indicated  throughout  that  the  pressing  need  for  reform, 
and  the  right  management  to  effect  it,  had  at  last  come  together. 

BACKGROUND  OF  THE  NEW  MANAGEMENT’S  PLAN  FOR  REFORM 

On  July  8,  1937,  less  than  6 weeks  after  Mr.  A^oung  had  testified 
that  “I  can  bring  it  about  more  quickly  than  it  can  be  done  by  new 
legislation”  the  men  in  control  of  Alleghany  brought  forth  a plan 
for  reforming  the  corporate  structure  of  the  xMleghany  system.^®  That 
plan,  in  the  light  of  Mr.  Young’s  testimony,  is  a test  of  the  extent  to 
which  self-reform  can  be  relied  upon  as  the  method  of  eliminating 
holding-company  abuses.  The  reform  management’s  plan,  if  it  were 
sound  and  adequate,  would  support  Mr.  Young’s  thesis  that  legisla- 
tion is  unnecessary;  if  unsound  or  inadequate,  it  would  indicate  that 
measures  going  beyond  self-reform  are  needed  to  end  holding-company 
abuses  in  the  railroad  field. 

Although  the  plan  of  reorganization  was  brought  out  just  6 weeks 
after  the  new  management  assumed  control  of  the  holding-company 
system,  it  was  in  no  sense  a hurried  or  throwTi-togetlier  plan.  Young, 
Kolbe  & Co.  bad  become  interested  in  Alleghany  as  early  as  1931.*’’ 
Long  before  Mr.  Young  contemplated  buying  control  of  xAlleghany  on 
his  own  behalf,  he  and  his  associates,  as  investment  brokers,  had  con- 
cerned themselves  with  various  plans  for  the  reorganization  of  Alle- 
ghany Corporation,  ks,  early  as  July  21,  1936,  while  Mr.  O.  P.  Van 
Sweringen  was  still  alive,  Young,  Kolbe  & Co.  had  prepared  for 
holders  of  Alleghany  preferred  stock  a memorandum  plan  of  reor- 
ganization and  had  presented  the  plan  to  !Mr.  \ an  Sweringen.^* 
Following  his  death  and  the  passage  of  control  of  xMleghany  to 
Mr.  George  A.  Ball,*^  Young,  Kolbe  & Co.  had  begun  negotiations 

27  Ibid.,  p.  2570.  „ ^ 

« Their  plan  appears  as  Exhibit  No.  1248,  Hearings,  Part  X,  pp.  4456-4470. 

2®  Exhibit  No.  465,  Hearings,  Part  VII,  p.  2601.  (Memorandum  dated  December  28,  1936,  from  the 
files  of  White  & Case,  attorneys  for  Mr.  Young.  “Mr.  Kolbe  ♦ * * stated  that  his  company  [Your^, 
Kolbe  & Co.]  became  interested  in  Alleghany  Corporation  abbut  five  years  ago,  and  that  he  studied  the 
znatter  carefully  * * 

30  This  memorandum  plan  appears  as  Exhibit  No.  455,  Hearings,  Part  VII,  pp.  2592-2594. 

31  Hearings,  Part  VII,  p.  2351. 

32  Mr.  0.  P.  Van  Sweringen  died  on  Nov.  23,  1936.  .x  . u . 

33  The  Van  Sweringen  holdings,  pledged  to  J.  P.  Morgan  <fe  Co.,  and  associated  bankers,  were  sold  at 
auction  Sept.  30,  1935,  to  Mr.  George  A.  Ball,  glass-jar  maker,  of  Muncie,  Indiana,  and  associates.  Mr. 
Ball  left  the  brothers  Van  Sweringen  in  control,  and  gave  them  an  option  to  purchase,  which  expired  at 
the  death  of  0.  P.  Van  Sweringen  on  Nov.  23,  1936.  Thereafter,  Mr.  Ball  lodged  control  in  the  George 
<fe  Frances  Ball  Foundation,  which  in  turn  sold  the  controlling  block  of  Alleghany  stock  to  the  \ oung- 
Kolbe-lCirby  syndicate  on  May  5,  1937.  The  syndicate  assigned  control  to  Young,  Kolbe  & Co.  (Foe 
discussion,  see  Hearings,  Part  I,  and  other  reports  of  this  subcommittee,  in  preparation.) 
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with  th(  Ball  interests,  originally  with  a view  to  working  out  a plan 
of  reorg  inization  for  theni.=*^  In  December  1936  Mr.  Ball  requested 
doling,  Kolbe  & Co.  to  work  out  such  a plan,  which  was  done.®® 
Thus  tie  new  management’s  plan  of  reorganization,  dated  July  8, 
1937,  w;.s  the  outgrowth  of  a long  period  of  study  and  conference. 

In  drifting  the  plan,  Mr.  Young  called  into  consultation  a Wide 
range  ol  well-known  firms  and  experts  in  holding-company  finance. 
Among  those  who  assisted  was  John  P.  Murphy,  secrkary  and 
treasure  • of  Alleghany  Corporation  and  close  associate  of  the  Van 
Sweringms,  active  in  the  holding-company  field  since  1920.  The 
attorneys  who  prepared  the  legal  papers  and  thus  participated  in 
many  o]  the  decisions  with  respect  to  the  plan  wen*,  the  New  York 
firm  of  White  & Case,  attorneys  for  leading  banks  in  the  Morgan 
banking  group,  and  from  time  to  time  counsel  also  for  J.  P.  :Morgan 
& Co.  itself.®®  Tolies,  Hogsett  & Ginn  (now  Jones,  Day,  Cockley  & 
Keavis),  the  Cleveland  law  firm  which  had  helped  to  incorporate 
Alleghai  y Corporation  and  other  Van  Sweringen  holding  companies 
in  the  beginning,  also  participated. 

Mr.  ^ oung  did  not  at  first  confer  with  J.  P.  Morgan  & Co.;  indeed, 
he  “rati  er  studiously  avoided”  them,  because,  as  he  put  it,  he  did 
not  want  “too  many  cooks,” and  because  he  “wanted  to  break  the 
chain,  you  might  say,  of  the  old  Van  Sweringen  line.” 

After  May  27,  1937,  however,  Mr.  Young,  Mr.  Kolbe,  or  their 
attorney  3 had  the  benefit  of  repeated  conferences  with  representatives 
or  couni  el  of  J.  P.  Morgan  & Co.,  Guaranty  Trust  Co.,  Morgan, 
Stanley  & Co.,  E.  B.  Smith  & Co.,  and  other  large-scale  financial 
firms  ard  institutions.^®  Thus  the  program  for  self-reform  of  the 
Alleghai  y system  was  based  on  guidance  from  leading  law  firms  and 
institutii  >ns. 

Nor  was  the  Young  plan  of  July  8,  1937,  a “trial  balloon.”  It  is 
true  tha  Mr.  loung  considered  it  only  one  step  in  a larger  program; 


II.  THE  PLAN  AND  THE  PUBLIC  INTEREST 


CLAIM  THAT  PLAN  WOULD  ELIMINATE  ALLEGHANY  CORPORATION 

The  plan  for  self-reform  of  the  holding-company  system,  as  an- 
nounced to  security  holders  in  letters  dated  Juty  8,  1937,^®  purported 
to  be  nothing  less  than  the  elimination  of  Alleghany  Corporation  from 
the  American  railroad  scene.  The  plan  was  described  as  “the  con- 
solidation of  Alleghany  Corporation  and  The  Chesapeake  Corporation 
into  a new  corporation  to  be  known  as  Chesapeake  Corporation.”^^ 
One  stated  purpose  was  “to  eliminate  one  of  the  foregoing  holding  com- 
panies * * *.”^®  Alleghany  bondholders  were  informed  that 

“Alleghany  Corporation  will  be  eliminated  by  the  consolidation.”^^ 
Stockholders  were  told: 

The  board  of  directors  of  your  company  believes  that  the  elimination  of  the  last 
of  the  top  holding  companies  of  the  Van  Sweringen  interests,  the  simplification  of 
capital  structures,  and  the  other  results  of  the  consolidation  will  be  to  your  ad- 
vantage.^7 

The  elimination  of  Alleghany  Corporation  was  an  event  of  major 
importance  to  the  financial  community,  widely  commented  on  by 
financial  services  and  newspapers.  Poor's  Inmstment  Service  declared: 

* * * The  proposal  is  intended  to  eliminate  Alleghany  Corporation,  which  is 

in  great  disfavor  because  of  its  past  financial  practices,  its  tremendous  capital- 
ization, and  its  vulnerability  under  any  railroad  holding  company  legislation. 


The  New  York  Times  stated: 

In  removing  Alleghany  Corporation  from  the  field  of  going  concerns,  the  new 
owners  will  end  the  history  of  an  agency  which,  from  its  formation  in  January, 
1929,  at  the  peak  of  the  inflation,  aroused  the  attention  of  Wall  Street  and  Wash- 
ington.'*® 

But  while  holding-company  officials  were  telling  bondholders  that 
“Alleghany  Corporation  will  be  eliminated,”  the  plan  proposed 
nothing  of  the  sort.  Their  proposal  was  actually  for  the  elimination 
of  The  Chesapeake  Corporation,  an  intermediate  and  far  less  notorious 
holding  company,  whose  chief  or  only  function  was  to  hold  stock  in 
the  Chesapeake  & Ohio  Railway  Co.  The  elimination  of  Alleghany 
Corporation,  which  the  reform  management  claimed  to  be  accomplish- 
ing, would  have  been  a major  reform  indeed.  The  elimination  of  The 
Chesapeake  Corporation,  which  was  actually  being  accomplished,  was 
a mere  detail  in  simplifying  the  corporate  maze  which  Mr.  Young 
controlled. 

The  plan  changed  the  name  of  the  top  holding  company  from 
“Alleghany  Corporation”  to  “Chesapeake  Corporation.”  But  it  did 

« Exhibits  No.  12r»0-A-E,  ibid.,  pp.  4493-4499. 

Exhibit  No.  1260-A,  ibid.,  p.  4493. 

<5  Idem. 

Idem . [Italics  supplied .] 

Exhibits  No.  1250  B,  C,  and  D,  pp.  4494  at  p.  4495;  4495  at  4496;  4497. 

48  Exhibit  No.  1282,  ibid.,  p.  4532  at  p.  4533. 

« The  New  York  Times  for  July  9,  1937,  p.  25. 
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not  change  the  essential  nature  of  the  corporation.  The  new  corpora- 
tion, like  the  old,  would  have  three  bond  issues,  two  classes  of  pre- 
ferred stock,  and  one  class  of  common.®”  It  would  have  the  same 
director  would  own  essentially  the  same  securities,®^  would  be 
controlhd  b}^  the  same  interests,®"®  would  be  liable  to  the  same  and 
additioi  al  ®^  abuses.  Alleghany  Corporation  was  to  be  retained,  but 
to  be  re  'hristened  “Chesapeake  Corporation,”  in  memory  of  the  com- 
parativily  esteemed  and  innocuous  “The  Chesapeake  Corporation” 
which  V ould  actually  be  eliminated. 

The  i lea  of  changing  the  name  of  Alleghany  Corporation  and  then 
claiming  that  the  corporation  itself  was  being  eliminated  was  of  com- 
parativi  ly  late  date.  Prior  to  assumption  of  control  b\"  the  Young 
syndica  e,  they  freely  admitted  that  their  aim  was  to  eliminate  The 
Chesap<  ake  Corporation.  On  May  5,  1937,  the  day  they  assumed 
control,  Mr.  Young  and  his  associates  issued  a statement  to  the  press 
to  this  ‘ft'ect: 

* * * Attention  will  next  be  given  to  the  elimination  of  The  Chesapeake 

Corporat  on.*® 

* * * Messrs.  Young,  Kolbe,  and  Bradley  have  been  constituted  a sub- 

committf  e of  the  board  of  directors  with  authority  to  formulate  a definite  plan 
looking  t iward  (he  eliminalion  of  The  Chesapeake  Corporation  by  merger  or  con- 
solidatio]  with  Alleghany  Corporation  or  otherwise.**  * * * 

The  1 allowing  day  Mr.  Young  told  this  subcommittee: 

Mr.  K )lbe  and  I went  on  the  board  of  The  Chesapeake  Corporation  * * * 

because  ^ e have  very  definite  plans  for  its  elimination  at  a very  early  date.*^ 

Some  ime  thereafter®*  some  lawyer,  financier,  or  official  in  the 
reform  ^roup  must  have  evolved  the  thought  that,  in  addition  to 
eliminaling  The  Chesapeake  Corporation,  it  would  be  wise  to  elimi- 
nate tin  name  of  Alleghany  Corporation.  This  step  became  the  basis 
for  the  •laini  that  they  were  eliminating  the  corporation  itself. 

At  he  arings  before  this  subcommittee  subsequent  to  publication  of 
his  plan,  Mr.  Young  made  no  attempt  to  justify  his  claim  that  Alle- 
ghany vas  being  eliminated:  he  admitted  that  Alleghany  was  in  fact 
being  “j  eorganized.” 

Mr.  K PLAN.  Is  it  not  also  true,  as  a general  observation,  that  this  plan  is 
basically  a reorganization  of  Alleghany? 

Mr.  You  >fG.  I should  not  say  that  it  basically  goes  very  much  further  than  that.^^ 

A mouth  after  the  plan  was  made  public,  attorneys  for  the  new 
Alleghany  management  acknowledged  to  a Baltimore  court  that  one 
purpose  of  the  plan  was  “the  elimination  of  [The]  Chesapeake  Cor- 
poratior  ”®”  rather  than  Alleghany  Corporation. 

Had  the  reformers  carried  out  their  expressed  wish  of  beating  the 
Congress  of  the  United  States  to  the  task  of  reforming  this  holding- 

w Hearing  , Part  X,  pp.  4112  sqq. 

For  19X  Alleghany  directors,  see  Moody’s  Steam  Hailroads  (1937)  p.  1802;  for  proposed  new  directors 
see  Exhibit  \^o.  1249,  Hearings,  Part  X,  p.  4476  at  p.  4478. 

Except  Dr  changes  in  C.  & O.  and  Chesapeake  Corporation  stock  holdings.  Compare  balance  sheet  ^*n 
Exhibit  No.  1248,  Hearings,  Part  X,  p.  4456  at  p.  4469  with  balance  sheet  in  ibid,  at  pp.  4473-4475. 

” For  effe  t of  the  plan  upon  control,  see  Exhibit  No.  1265,  Hearings,  Part  X,  p.  4506,  discussed  at  pp. 
4110-4111.  5 eealso  below,  pp.  1(>-12. 

See  bcio  r,  pp.  12-14. 

« Exhibit  >fo.  481,  Hearings,  Part  VII,  p.  2630. 

Ibid,  at  ).  2631.  [Italics  supplied.] 

Ibid.,  PI . 2308-2309. 

w But  prio  • to  May  27, 1937,  when  Mr.  Young  informed  reporters  that  he  was  merging  Alleghany  Corpo- 
ration into  The  Chesapeake  Corporation  instead  of  vice  versa  because  “Chesapeake”  was  a better  name. 
{Wall  Street  hurnal  May  27,  1937,  pp.  I and  4). 

Hearing: . Part  X,  p.  4111. 

Exhibit  \"o  1344-B,  Ibid.,  p.  4608  at  p.  4609. 
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company  system,  they  might  indeed  have  striven  to  eliminate  Alle- 
ghany Corporation,  whose  sorry  record  they  knew  and  deprecated. 
This  they  did  not  do;  instead,  they  proposed  to  eliminate  the  name, 
and  to  retain  the  substance  under  a new  corporate  title. 

In  a release  to  the  press  prior  to  hearings  before  this  subcommittee 
on  August  5,  1937,  the  holding-company  management  made  a similar 
terminological  expedition.  They  took  a copy  of  a chart  prepared 
by  this  subcommittee,  showing  the  intricate  corporate  relationships 
between  the  19  topmost  holding  companies  in  the  old  Van  Sweringen 
system  and  the  balance  of  the  200-company  empire,  crossed  out  with 
heavy  black  lines  all  19  of  the  topmost  holding  companies,  and  wrote 
in  the  margin:  “All  companies  within  jagged  lines  will  have  been 
segregated  or  ehminated  on  completion  of  the  Alleghany  Corporation- 
Chesapeake  Corporation  merger.” 

The  fact  is  that  not  a single  one  of  these  19  companies  would  be 
“segregated  or  eliminated”  by  the  Alleghany-Chesapeake  merger. 
Eighteen  of  them  had  been  “segregated  or  eliminated”  prior  to  or  at 
the  time  when  the  new  management  assumed  control ; ®®  the  nine- 
teenth, Alleghany  Corporation,  would  continue  in  reorganized  form 
after  the  merger.®^ 

CL.AIM  THAT  REORGANIZED  COMPANY  WOULD  BE  A FIRST-DEGREE 

HOLDING  COMPANY 

The  Chesapeake  Corporation,  the  only  company  which  would 
actually  be  eliminated  by  the  merger,  was  not  crossed  out  on  the 
management’s  chaiT.  It  was  circled,  and  in  the  margin  was  written: 
“Tlie  Chesapeake  Corporation  will  become  a first-degree  holding 
corporation.”  ®® 

Alleghany  officials  desired  that  the  merged  corporation  would  be 
accepted  as  a first-degree  holding  company.  They  knew  that  the 
act  of  Congress  regulating  or  eliminating  holding  companies  in  the 
public-utility  field  had  made  many  exceptions  in  favor  of  first-degree 
holding  companies.®®  Mr.  Young  had  previously  testified  that  he 
thought  first-degree  holding  companies  in  the  railroad  field  were  not 
as  liable  to  abuses  as  holding  companies  of  a higher  degree. 

Yet  the  record  shows  that  Mr.  Young  was  at  least  dubious  about 
the  propriety  of  dubbing  the  emerging  corporation  “a  first-degree 
holding  company.”  Tvm  weeks  before  hearings  on  the  plan  by  this 
subcommittee  began,  he  had  written  to  his  attorney: 

Do  you  think  it  is  too  much  of  a poet’s  license  to  call  the  Chesapeake  Corpora- 
tion,  a first-degree  holding  company  as  I have  on  the  photostat  chart? 

Exhibit  No.  5,  Hearings,  Part  I,  facing  p.  216. 

Exhibit  No.  1263,  Hearings,  Part  X,  facing  p.  4505. 

Control  of  Alleghany  Corporation  and  of  17  other  Van  Sweringen  holding  companies  had  been  vested 
in  a superholding  company,  Midamerica  Corporation.  The  “segregation”  resulted  at  the  time  that  the 
Young-Kolbe-Kirby  syndicate  bought  Alleghany  securities.  (Exhibit  No.  479,  Hearings,  Part  VII,  pp. 
2628-2629.)  For  discussion,  see  Hearings,  Part  X,  pp.  4105-4106;  also  Hearings.  Part  VII,  pp.  2370  sqq 
and  exhibits  there  cited. 

6*  Although  the  legal  title  of  the  proposed  company  under  the  proposed  plan  would  be  “Chesar^ake 
Corporation,”  it  will  sometimes  hereinafter  be  referred  to  as  “The  reorganized  Alleghany  Corporation,” 
a less  confusing  descriptive  title. 
f ^ Exhibit  No.  1263,  Hearings,  Part  X.  facing  p.  4505. 

w Mr.  Lowenth.\l.  But  you  will  still  have  a holding  company,  will  you  not,  in  control? 

Mr.  Yoitng.  a direct  first-degree  holding  company,  which  I understand,  in  the  light  of  the  adminis- 
tration attitude  toward  utility  holding  companies,  and  also  as  to  railroad  holding  companies,  is  not  ob- 
noxious—first-degree  holding  companies.  (Hearings,  Part  VII,  p.  2537.)  See  also  Hearings,  Part  X,  d. 
4107,  and  Exhibit  No.  1330, Hearings,  Part  X,  p.  4671. 

• Mr.  Kaplan.  You  are  seeking,  by  calling  this  a first -degree  holding  company,  to  take  advantage  of  an 

analogy  to  the  Public  Utility  Holding  Company  Act? 

Mr.  Young.  We  hope  that  that  will  be  the  effect  of  it.  (Hearings,  Part  X,  p.  4108.) 

Exhibit  No.  1264,  Hearings,  Part  X,  p.  4506. 


1C 

\lr.  Young  testified  that  the  attorney  replied  that  it  was  not  “too 
much  of  a poet’s  license.” 

The  chairman  commented  on  the  statement  that  the  new  company 

w(  uld  be  a first-degree  holding  company:®® 

The  Chairman.  Oh,  no.  You  have  stated  that,  but  it  is  not  true,  because  of 
th.  fact  The  Chesapeake  Corporation  will  not  become  a first-degree  holding  com- 
na  IV.  The  Chesapeake  Corporation  will  control  the  C.  & O.,  the  first  subsidiary , 

* i’  * the  Chesapeake  & Ohio  in  turn  controls  the  Virginia  1 ransportation 
Cc  rporation,  a second  subsidiary,  and  the  Virginia  Transportation  Corporation 
CO  itrols  the  Standard  Car  Loading  Corporation,  a third  subsidiary,  and  the 
St  indard  Car  Loading  Corporation  controls  the  National  Car  Loading  Corpora-  I 

tkn,  a fourth  subsidiary,  and  the  National  Car  Loading  Corporation  controls  the  I 

Jii  Ison  Freight  l-'orwarding  Company  * * ' 

A*;  TEXUATED  COXTKOL  OF  THE  HOLDING  COMl’AI'tY  NOT  ELIMINATED 

Mr.  Young’s  control  of  the  entire  Alleghany  system  of  corporations 
rested  oii  an  admittedly  unsound  basis.  Ihe  total  public  investment 
in  these  com})anies  was  thousands  of  times  as  large  as  lus  inv'cst- 
mmt’'*  yet  control  was  lodged  in  his  hands,  t/ven  in  Alleghany 
Cu-poration  and  The  Chesapeake  Corporation,  the  two  holding  corn- 
pi  nies  which  were  to  be  consolidated,  the  equity  owned  by  the  public, 
senior  to  Mr.  Young’s  common  stock,  was  some  700  times  larger  m 

amount  than  his  investment  in  that  common  stock.'-’ 

In  the  hearings  before  the  subcommittee  on  his  plan,  as  m the 
lu-arim^s  on  his  purchase  of  control,  Mr.  Young  repeatedly  acknow  - 
ei  ‘^ed  tiiat  control  of  a vast  empire,  on  an  investment  m common  stock 
ol  '$255,000  (the  amount  he  invested),  is  unsound  from  the  general, 
ae  well  as  from  the  investors’  point  of  view. 

The  Chvirman.  No  matter  how  good  you  may  be — and  I am  not  (luestioning 
tl  at— vou',  a man  who  has  never  had  any  railroad  experience,  have  the  power  to 
t£  ke  railroad  executives  and  railroad  directors  and  railroad  officers  and  move 
tl  cm  about  like  pawns  upon  a chess  board,  or  do  whatever  you  want  to  do  with 

tl  ese  various  railroads. 

Mr.  Yocng.  You  are  right. 

Hc  *****  * 

The  Chairman.  * * * It  is  an  evil  of  the  holding-company  system? 

Mr.  Young.  The  evil,  as  I see  it,  is  having  a situation  develop  where  a man 
w ith  .$255,000  can  gain  control  of  all  these  things.  That  is  correct.  . . 

* * * The  control  of  a huge  amount  of  assets,  with  small  investment,  is 

n cessarily  an  evil.  * * * ‘S 

The  evil  of  control  of  the  Alleghany  system  by  means  of  a shoestring 
investment  was  aggravated  in  this  case  because  control  of  the  liuge 

Hearings,  Part  X,  p.  4107. 

•0  mnpr'p^amulesrnn  to  the  Chicago  & Eastern  Illinois  and  in  part  the  Erie  and  Nickel  Plate, 

tl  e r^oreLaed  Al^diMv  would  be  a third-degree  holding  company.  .Again,  the  reonmmzed 

'’I  tpXnv  'ornor^^^^^  control  the  Suiietior  Transfer  Co.  of  Delaware  through  various  parallel  lines 

a ti(stment  in  tho  controiling  block  of  Allegliany  common  stock  totalled  less  than  .$255,000  (see  above,  pp. 

1 2,  and  footnote  7 thereto)  *.  >,i  1.  - r ml /-!' — t — ^ 


‘ n pkbhdy'o“wued  equitf  in  capital  and  surplus  of  The  Chesapeake  Corporation  (exclusive 

of  portion  owned  by  Alleghany  Corp.) - 77.  79l’000 

J ileghany  bonds  at  par.... ^--- 6?’. 84()’.  320 

J Ileghany  preferred  and  prior  pre.crred - - ; 


Total  public  equity  in  Chesapeake  & Alleghany  senior  to  Mr.  Young  s $255,000  invest 

ment  in  controlling  common  stock ’ 

(Exhibit  No.  124S.  Hearings,  Part  X,  p.  4450  at  pp.  44(k-44/3.) 

‘3  Hearings,  Part  X,  p.  4112. 

Ibid.,  pp.  4071-4072. 

75  Ibid.,  p.  4074. 
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system  was  held  through  holding-company  common  stock  which  had 
no  asset  value. The  management’s  holdings  of  Alleghany  common 
had  a v'aluc  because  they  couhl  control  the  sv’’stcm,  not  because  Oie 
stock  rellectcd  any  proiicrty  or  assets.  As  a Baltimore  court  which 
considered  this  reorganization  plan  put  it:  “Alleghany  common  has 
no  asset,  onlv  a stragelic  value.” 

Common  stock  having  such  a position  can  use  its  power  to  oppress 
the  security  holders  who  really  have  a proiierty  interest  m the  com- 
pany; the  temptation  is  a powerful  one.  The  stockholders  can,  for 
example,  cause  the  company  to  engage  in  stock-market  speculation, 
knowing  full  well  that  speculative  profits  will  give  value  to  their 
otherwise  worthless  stock,  while  speculative  losses  will  be  borne  en- 
tirely bv  holders  of  securities  senior  to  their  stock. 

Yfr.  Young  himself  acknowledged  to  the  subcommittee: 

The  common  stock  today  is  in  the  position  of  having  all  the  possible  benefits  of 
this  company  with  none  of  its  disadvantages.^® 

Two  months  later,  when  the  holding-company  managi'meut  issued 
its  ])hin  to  reorganize  Alleghany  it  had  an  opportunity  to  correct 
what  Mr.  Y'oung  had  so  scvcri'ly  criticized.  It  could,  by  appropriate 
provisions,  have  proposed  that  security  holders  of  Alleghany  who 
truly  own  its  assets  should  control  tho  holding  company.  It  could 
have  gone  further  in  reform,  and  proposed  that  the  hoiding  company 
should  not  exercise  control  over  the  network  of  railroads;  tliat,  in- 
stead, the  railroads  sboiild  be  controlled  by  the  ojiera ling-company 
investors  who  had  a far  larger  interest  in  the  transportation  property 
than  tho  holding  companies. 

The  plan  contained  no  such  proposals.  On  tho  contrary,  it  was  cal- 
culated to  insure  the  managemmit’s  control  of  both  the  operating 
railroad  companies  and  the  holding  company  itscli.^®  Inu',  control 
would  be  based  on  33  percent  of  the  holding  company  common  stock, 
rather  than  ns  previously,  on  43  percent,®®  but  the  change  in  per- 
centage would  not  change  the  result. 

The  plan  did  not  say  Mr.  Y'oung  would  control  the  whole  system 
on  a minute  fraction  of  the  total  investment  in  all  those  companies. 
But  the  fact  that  he  would  have  such  control  was  elicited  at  the 
subcommittee’s  hearings. 

Mr.  Kaplan.  Iu  the  same  sense  in  which  you  are  now  in  control  of  Alleghany, 
will  yon  continue  to  be  in  control  of  the  new  company? 

Mr.  Young.  I hope  so. 

Mr.  Kaplan.  Y’ou  know  so. 

Mr.  Y'oung.  Well,  many  things  can  happen. 

Mr.  Kapl.an.  If  vour  plan  is  consummated. 

Mr.  Y’oung.  If  the  plan  is  consummated  and  I live  and  nothing  happens,  we 
will  control  the  new  company,  by  a considerably  lesser  potential  percentage  than 
we  do  todav.®' 

* ■"  * * * * * * 

Mr.  Kaplan.  So  that,  for  some  period  of  time,  you  will  continue  to  have  a 
33-pcrcent  control? 

Mr.  Y^oung.  An  indefinite  period  of  time. 

Mr.  Kaplan.  * * * YMu  do  not  dispute  that  33  percent  will  be  elfective 

working  control  of  the  entire  situation? 

76  As  of  June  30,  1937  (the  date  taken  by  the  reorganizer.s  for  their  examples),  Alleghany  conmwn  had  a 
deficit  asset  position  of  $82,383,001.29  (Exhibit  No.  1276,  Hearings.  Part  X,  p.  4512  at  p.  4.M.5),  or  $18.65  per 
shsr© 

Exhibit  No.  1342.  Hearings,  Part  X,  p.  4584  at  p.  4591. 

78  Hearings,  Part  X,  p.  4140.  r i 

Mr.  Kaplan.  And  you  will  continue  to  have  that  power,  even  if  your  plan  goes  through.' 

Mr.  Young.  Correct.  (Hearings,  Part  X,  p.  4112.) 

80  Exhibit  No.  1265,  Hearings,  Part  X,  p.  4506. 

81  Hearings,  Part  X,  p.  4110. 
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Mr.  Young.  We  hope  it  will  be. 

Mr.  Kaplan.  You  are  confident  it  will  be? 

Mr.  Young.  Yes.*^ 

There  can  be  no  doubt  that  33  percent  of  the  common  stock  could 
cr  ntrol  the  reorganized  Alleghany  Corporation.  Mr.  Young  s part- 
mr,  Mr.  Kolbe,  writing  to  an  associate  of  Mr.  Ball,  had  assured  him 
tfat  25  percent  would  be  “ample  control”;®^  and  had  later  wntten 
tc  J.  P.  Alorgan  & Co.  that  “anything  above^l5  percent  should,  lor 

al  practical  purposes,  control  the  company.” 

It  is  thus  clear  that  the  plan  did  not  att(>mpt  correction  of  the 
fi  umcial  malady  Mr.  Young  deplored  when  he  appeared  before  the 
SI  bcommittee— attenuated  control  by  one  or  two  individuals.  Under 
ti  e plan,  the  malady  would  be  continued  in  all  its  virulence. 

Mr.  Kaplan.  There  will  be  control  of  the  company  by  securities  having  a deficit 
p<  sition. 

Mr.  Young.  That  is  correct.^^ 

Mr  Youmr  had  said:  “The  control  of  a huge  amount  of  assets,  with 
smair investment,  is  necessarily  an  evil.”  The  plan  prepared  by 
Mr.  Young  and  his  financial  and  legal  advisers  proposed  not  even  a 

fi  :st  step  toward  removing  that  evil. 

PLAN  WOULD  INCRE.ASE  POWERS  OF  ALLEGHANY  CONTROLLERS 

When  the  Van  Sweringens  had  first  caused  Alleghany  Corporation 
t ) be  incorporated  in  1929,  they  had  secured  lor  that  corporation  the 
broadest  powers.  It  was  empowered  to— 

a -Quire  bv  purchase,  subscription,  or  otherwise,  and  to  own,  hold  for  inY®®tnmnt, 
tt^use  sell  assign,  transfer,  mortgage,  pledge,  exchange,  or  otherw ise  dispose  of , 
s lares’of  stock,  bonds,  debentures,  notes,  scrip,  securities,  evidences  of  indebted- 
E ass,  contracts,  or  obligations,  of  any  corporation  letc.j 

Alleghany  Corporation  was  further  empowered 

t j borrow  or  raise  money  without  limit,  and  upon  any  lerms,  for  any  ^ 

f-irDoration  or  of  any  corporation,  association,  firm,  syndicate, 

ifvdna  a businSs  or  property  which  the  corporation  determnies  to  finance, 

become  int^rea'ledi  to  issue,  sell,  aod  ■'“Pb^/Xr'oE  l“s 
{ otiHs  debentures,  notes,  certificates  of  indebtedness  and  other  obligation's, 

E -cured  or  unsecured  and  however  evidenced,  upon  any  terms,  and  as  security 
herefor  to  mortgage,  pledge,  or  grant  any  charge  or  impose  any  hen  upon  all 
Ir  Inv  part  of  the^eal  or^ersonal  property,  rights,  interests,  or  franchises  of 
1 he  corporation,  whether  owned  by  it  at  the  time  or  thereafter  acquired. 

A full  enumeration  of  the  powers  granted  to  Alleghany  Corporation 
would  require  two  pages  of  this  report;  yet  it  was  expressly  Projmed 
lhat  the  enumeration  is  “in  furtherance  and  not  m limitetmn  of  the 

reneral  powers  conferred  by  the  laws  of  the  State  u 

lhat  the  vast  powers  specifically  granted  “shall  not  be  held  to  limit  or 

] estrict  in  any  manner  the  powers  of  the  corporation. 

Mr  Young,  as  has  been  noted,  frankly  admitted  the  abuses  v Inch 
.•.ould'follow  from  the  establishment  of  holding  companies  with  such 
lowers.  He  had  assured  tliis  subcommittee  that  what  came  to 

83  ^xhibit^No.  458,  Hearings,  Part  Vn,_p.  2598. 

8*  Exhibit  No.  456,  ibid.,  p.  2594  at  p.  2597. 

Hearings,  Part  X,  p.  4157. 

M Ibid.,  p.  4074.  See  above,  p.  10. 

87  Exhibit  No.  83,  Hearings,  Part  I,  pp.  387-3oo. 

88  Ibid.,  at  p.  388. 

8«  Idem . 

w Ibid.,  at  p.  389. 
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birth  in  the  Allediany  Corporation  could  never  happen  again.  1 et 

the  reorgajiized  company  was  to  have  as  great  The 'reform 

had  been  granted  to  Alleghany  Corporafion  in  19-9. 
management  was,  in  short,  proposing  to  bring  to  birth  another  Al  e 

ehany  Corporation.  , , i 

Chairman  \Mieeler  commented  on  these  broad  powers. 

as  security  to  anyoue.®^  * 

Tn  other  words  vou  want  to  have  absolute  power  to  use  these  for  speculative 
purposes  or  for  any  otlier  purpose  you  may  see  Jou  want  peo^  Y 

into  vour  hands  to  invest  their  money  so  to  speak,  and  to  trust  ^ 

your  judgment,  to  the  end  that  you  may  speculate  with  it  in  any  wa>,  shape,  or 

form  you  may  see  fit.®^  _ _ 

Far  from  reducing  the  powder  which  would  be  theirs  by  virtue  o 
control  of  Alleghany,  Mr.  Y'oung’s  group  proposed  to  increase  that 
power  by  removing  one  major  limitation  which  had  been  written  into 

^^Al/ihany’s  original  charter  provided  that,  wuthout  the  approval  of 
holders  of  a majority  of  the  preferred  stock,  the  corporation  could 
issue  no  additional  preferred  stock  and  could  not  go  into  debt  ^less 
it  had  assets  of  $100  for  every  $60  of  prefeired  "^ock  and  de^ 
standino-  This  60-percent  margin  Innitation  w^as  ^vTitten  into  the 
charter \t  the  instance  of  the  Guaranty  Co.,  head  of  the  syndi^Ie 
which  sold  the  stock,  and  was  designed  to  protect 
bankers  had  made  much  of  this  safeguard  when  they  sold  ^ 

prS^rrLl  stock  to  investors.®^'^  This  charter  limitation,  the  plan 

^'^The  letterThiuh^^^  officials  sent  holders  of  preferred  stock  to 

explain  the  plan  did  not  call  attention  to  the  removal  of  this  Pjotec- 
tio^.®®  The  protecting  clause  was  simply  to  be  eliminated  without 

Young  defended  the  removal  of  this  limitation  on  his  powder 
on  the  ground  that  it  was  a “freak”  provision. 

Mr  Young  (continuing).  I testified  yesterday  that  Alleghany  was  a freak 

are  going  to  permit  the  board  ot  direetors  to  aceept  and  use  the  money  of  m- 
vestors  to  speculate  with  in  any  way,  shape,  or  form  they  see  fit. 

Mr.  Young  stated  that  the  plan  would  in  fact  remove  the  oppor- 
tunity for  speculating  with  other  people’s  p 

features  wo5d  be  to  bring  the  free  assets  of  T\e 
poration  under  the  mortgage  indentures  governing  Alleghany  s bonds, 

81  Hearings^Part  VII,  p.  2548.  See  above,  p.  4. 

« Hearings,  Part  X,  p.  4103. 

ArticiJ’stxth,  paragraph  (f)  of  Alleghairy’s  charter.  (Exhibit  No.  83.  Hearings,  Part  I.  p.  387  at  pp. 
391-392  ) 

M Hearings,  Part  II,  pp.  4;^-455. 

S5»  Hearings,  Part  II,  p.  4j8,  Part  I.  PP- 

«»  Exhibit  No.  1250-C,  Hearings,  Part  X,  pp.  449M4^.  . ^ it  ^ in  footnote  94  above,  with 

pa  « ap- 

4480-4482.  ^ _ 

•5  Hearings,  Part  X,  p.  4102. 

88  Ibid.,  p.  4103,  4104. 
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where  they  could  not  be  used  for  speculative  purposes.  But  (a)  all 
thi  “free”  collateral  referred  to  would  not  necessarily  be  so  pledged:  ^ 
{b  the  plan  proposed  to  minimize  or  perhaps  to  abolish  the  bonds 
outstanding  under  one  of  the  three  indentures;^  (c)  Mr.  Young  tes- 
til  ed  that  ho  hoped  soon  to  wipe  out  the  limitations  set  by  the  other 
two  indentures;  it  was  “the  next  step  we  have  in  mind;”  ^ and  (d) 
tin  indentures  were  themselves  not  complete  protection,  since  they 
permitted  “switching”  and  substitution  of  one  security  for  another.'* 
In  short,  the  plan  contained  no  guaranty  that  assets  taken  from  The 
Chesapeake  Corporation  would  not  be  wasted  in  the  ways  in  which 
prjvio'Us  Alleghany  assets  had  been  wasted. 

The  new  Alleghany  management  had  excellent  reason  for  wishing  to 
bi  aaden  its  powei-  by  removing  the  60-percent  margin  limitation. 
It  propos('d  to  use  the  additional  pow'er  immediately.  The  plan  itself 
w(  >tild  burden  the  proposed  new  holding  company,  at  the  moment  of  its 
fo ’mation,  with  debt  and  preferred  stock  $100, 000, 000  greater  tha7i 
w<  uld  have  been  possible  had  the  60-percent  limitation  been  retained.* 

niHECTOUATK  AND  MANAGEMENT  OF  THE  KEOHGANIZED  COMPANY.— 

( ONTINUITY  W'lTH  VAN  SW’EHINGEN  DIRECTOHATE  AND  MANAGEMENT 

In  preparing  the  plan  for  the  reform  of  Alleghany  Corporation,  the 
re  ormers  could  have  ended  wdiat  Mr.  Young  himself  termed  “the 
evils  * * * of  attenuated  control.”  * This  the  new  management 

di  I not  do.  Short  of  such  a st<‘p,  it  might  have  surrounded  itself  with 
di ‘cctors  and  executives  who  would  see  that  tin*  vast  power  given  it 
in  the  reorganizc'd  holding  company  would  not  be  abuscal.  The 
m inagers  of  the  holding  company  might  have  made  sure  that  tin' 
m ‘U  on  whom  it  would  liavi'  to  iT'ly,  first  for  advice  and  suggestions, 
la  er  for  the  ('xecution  of  decision.s,  and  finally  for  the  exercise  of 
di  .cretion,  were  men  equipped  wuth  the  personality,  the  courage,  the 
ui  derstanding,  and  the  ability  necessary  to  prevent  recurrenci'  of  the 
oil  [ abuses. 

To  find  men  of  the  re<iuisite  character,  the  new'  holding-company 
m inagement  might  have  gone  outside  the  Van  Sweringen  system, 
es  lecially  since  Mr.  Young  was  avowedly  anxious  “to  break  the  chain, 
yen  might  say,  of  the  old  Van  Sweringen  line.”  ^ Any  real  effort  to 
“I  reak  the  chain”  might  have  involved  changes  in  the  personnel  of 
m ijor  companies  in  his  holding-company  system — companies  wrecked 
bv  past  management,  as  the  following  brief  summary  indicates: 

f The  reoriranizafion  plan  originally  had  provided  for  pledging  only  enough  C.  & O.  stock  under  the  luort- 
gag  t indentures  lo  euual  the  market  value  of  the  ('hcvsapeake  stock  which  .vould  be  cancelled  under  the  plan; 
bill  Guaranty  Trust  Co.,  as  trustee  under  the  indenture,  had  insisted  that  Alleghany  bondholders  re- 
cei'  e a full  shares  of  C.  & O.  as  collateral.  (Hearings.  Part  X.  I'p.  4123-4124,)  Kven  though  the  C.  <A 
O.  'ominou  remained  under  the  iivienture,  however,  this  niiglit  free  other  collateral,  which  Mr.  Young 
pro  )osed.  if  necessary,  to  transfer.  (Hearings,  Part  X,  p.  4113.) 

2 ^ne  Stated  purpose  of  the  plan  was ‘‘the  retirement  of  the  outstanding  [5’s  of  1950]  * ♦ * either  in 
wh  lie  or  in  part.’’  (Exhibit  Xo.  124S.  Hearings.  Part  X,  p.  4456  at  p.  4457.) 

3 hearings.  Part  X,  p.  4124. 

< bid.,  p.  4127. 

< bid.,  p.  4105. 

• bid.,  p.  4282. 

^ bid.,  p.  4091. 
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^^aness  Co. — Used  as  superholding  company  to  control  Alleghany; 
milked  the  railroads  it  controlled;®  speculated  on  the  stock  market; 
unloaded  large  quantities  of  Alleghany  common  stock  on  another  of 
the  holding  companies  at  $1,200,000  above  the  market  price  (a  deal 
wliich  one  of  the  bankers  confessed  was  so  bad  that  it  shocked  hini), 
liable  on  a $40,000,000  bank  loan  it  cannot  pay;*^  hopelessly  msol- 
ventd^ 

Van  Swerlnytn  Corporation.  Ihed  as  an  intermediate  holding 
companv  betw'cen  Vaness  and  Alleghany;**  got  $30,000,000  from 
investors,*®  lost  half  of  it  in  speculation;**  so  hopelessly  insolvent  that 
Mr.  Ball  sold  over  $13,000,000  of  its  bomls  and  more  than  1,000,000 
shares  of  its  stock  to  Mr.  \oung  for  less  than  .'si  for  the  entire  lot.  ® 
Cleveland  rerminals  Hmlding  Co.  -Intermediate  between  Van 
Sweringen  Corporation  and  Alleghany;'®  siphoned  from  ^ wSMeiin- 
gen  Corporation  much  of  the  money  invested  by  the  ind^lic,"  engaged 
in  wild  speculation  on  the  stock  market;  -*  insolvent.*^ 

Alleghany  Corporation.— W\i  $100,000,000  into  a campaign  to  buy 
Missouri  Pacific  securities,®^  lost  most  of  it,®*  has  already  been  once 

• There  were  in  fact  two  Vaness  Companies,  one  incorporated  in  Delaware  and  one  in  Marylami.  1 he 
Vaness  Co  of  Maryland  was  created  simply  to  hold  the  stock  of  the  \ aness  Co.  uf  Delaware.  (Hearings, 
Part  XI  un  4742-4747  ) Thv  Vaness  Co.  of  Delawan*  in  turn  held  stock  of  the  \ an  hwenngou  C orporation, 
which  held  the  controlling  block  of  Allegliany  stock  until  that  stock  was  sold  at  auction  to  George  A.  Ball 

^°»^:^rora  1934,  the  Vaness  Co.  (Delaware)  levied  charges  totaling  5.688. i.-i  against 

Allaghaiiv-conlrolled  railroads.  Um-e.^rtgamn  ofHaUroodJimrinitg,  H^^\nngs  before 
mittee  on  Interstate  Commerce  on  S.  Res.  71,  <4th  Cong.,  1st  sess.,  Ajarch  20  . 1 p.  149.)  For  discus 

Sion  see  Keport  No.  25,  Part  8,  of  this  subcommittee,  entitled,  Alleghany  Corporation:  Acquisition  of 
Missouri  Pacific  Kailroail— Devices  T'sed  to  Secure  Consent  of  Missouri  Public  Service  Commission, 

Hearings,  Part  IV',  csp.  Exhibit  No.  321,  ibid.,  p.  Exhibit  No.  324,  ibid.,  p.  1582;  Exhibit 

Ulo  rii'voLn.l  Terminals  Riiildinsi  Go.,  a iml.lic'ly  financci  Van  Sweringen  holding 
companv,  bouglit  000,000 .shares  of  .Uieghany  rommon  from  the  Van  Sweringen.s  • iH  rsciial  basket.  ' ano.ss 
at  $3  per  share  (Exhibit  Xo.  Hearings.  Part  IV.  l;.  y®).  .'n>oloRhest  New  Wk  S ock 
ExehaBW-  nuolation  on  that  da\  was  .'f  lS.Ofl  (Cnmmercml  & tinaiiauU.  ftf  . Hi-.7e,  % id.  1-11.  1 art  II,  p.  2346). 
The  price  paid  bv  the  puhlidy  financed  holding  company  to  It}'- pr'yatoly  owned  holcling  coinp^^^^^^ 

$1  20f),000  in  excess  of  the  closing  market  ffricc  on  that  date.  (Hearings,  1 ait  IV  pp.  13_t-13..>.)  the 
effect  was  to  saddle  tiic  Van  .Sweringens’  six'culativc  losses,  ineorrcl  through  the  Vanc.ss  C-n.,  on  investors 

at  what”youd^^^^^^  here  yc.sterihy.”  W'iiliam  C.  Potter,  chairman  of  tlfc  board 

®^?AfoTs%TT5".^93?i■.  thi^VanVss^  Gm  ow^^^  theVfankers  I'lS^iikl.OOO  and  tlie  Gliwa  land  'I'erminals  Huilding 
Co.  owed  the  bankers  ,^22.0111,032.10  (Exliibit  Xo.  22,  Hcaiygs,  Part  I.  P- o Tt 

on  the  Gleveland  I'erminals  Huilding  Go.  loan  as  well  as  its  own.  (Exlntiit  No.  3,  Ikw  n^,  I an  I,  p.  201, 
at  p.  214.)  The  collateral  idedged  for  this  loan  was  sold  at  auction  sept.  30,  l!»3.s,  for  $t,,(M,«»  (A . 4 . 7 imy, 
October  1. 1935,  ]).  D.  The  balance  of  the  loan  was  long  since  writien  ofT  by  the  bunks.  Gbid.:  also  K\iurMi 
No.  39,  Hearings,  Part  I,  p.  254,  at  p.  255,  footnote  3.) 

16  ExMbit  No.  5,  Hearings,  Part  I,  facing  p.  216;  also  Exhibit  No.  21,  ibid.,  facma  p.  ^37 
16  On  notes  sold  through  Guaranty  Co.,  of  N.  V.,  April  24,  193(1  (Hearmes  Part  IV, 

11  On  October  29, 1931. an  otTer  was  made  to  redeem  the  notes  sold  lessthan  ISraonths  before,  for  percent 
cash  and  the  balance  Van  Sweringen  Corp.  common  stock.  (Exhibit  No.  433, 

2242-2243.)  The  stock  is,  of  course,  worthless  (see  note  18  helow)  and  was  practically  w ort  liless  \\  hen  onered. 

(Exhibit  No.  436,  Hearings,  Part  V'l,  p.  2250.)  , ^ 

For  $l  00  Mr.  Young  Imnght  on  May  5,  19.35,  03.67  percent  oM,24t.5H0  shares  of  A an  swermeen  Corp. 
common  and  the  same  percentae''  of  $1«.136„501.85  of  Van  Sweringen  ( orp.  debt,  and  of  .sundry  other 
“securities*’  (Exhibit  No.  Its,  Hearings,  Part  VH,  pp.  25H2-258;p  ^om  th.*  Ball 

the  1 244,580  shares  of  common  stock  at  $1.00  and  the  $1H,!3H,5UI.'<-'  (tf  dent  at  ss.U  as  of  .sept.  30. 19.U5  (Esl.ibit 
No.  2,  Hearings.  Part  ! . p.  20'>).  For  fulhT  accounts  of  the  Van  Sweringen  t orporation.  se-  other  reports  of 

tins  subcommittee,  in  preiiaration.  v-  • i r • o«>- 

16  Exhibit  No.  5,  Hearings,  Part  I.  facing  p.  216;  also  Exhibit  No.  24,  ibid.,  facing  p.  23/. 
so  Van  Sweringen  Corp.,  borrowed  $30,000,000  from  the  imblic  on  Uic  strength  of  the  protective 
its  note  issue;  then  lent  $20,415,624.79  on  open  account  to  Cleveland  Terminals  Huildmg  Co. 

310  Hearings  Part  IV^  p.  1565),  which  was  free  to  speculate  with  it.  (Hearings.  I art  L\  , p.  1320  sqq.) 

2i‘ Exhibits  Nos.  320,  3?2,  326,  327,  329,  etc.,  Hearings.  Part  IV,  rp.,158()-15H6.  u f ,-r  noiyi 

Fordemon^trationofiusolvencyasearly  asSept.  30, 1931. .see  Exhibit  No.  436,  Hirings,  Part  ' 
Midamerica  Corporation  valued  17,000  shares  of  C.  ^^These 

and  $207,176.60  of  its  notes  at  $1.00,  as  of  Sept.  30.  1935  (Exhibit  No.  2.  Hearings, 

securities  were  sold  lo  the  A'oung-Kirby-Kolbe  syndicate  for  less  than  $1.00  for  the  lot  on  Maj  o,  193/  (Ex 

iiibit  No,  448,  Hearings.  Part  V’ll.  p.  258*2-2583).  . i o:;  i>art  k 

33  See  Hearings,  Pari  XI.  passtjn,  esi).  Exhibit  No.  1355.  ibid.,  pp.  4/n-4<80.  and  Report  No.  2. , I an  8, 

Missouri  Pacific  securities  purchased  for  .$79,690,013.04  had  an  indicated  market  value  of  $4,242,115  on 
.Tunc  30,  1937.  the  date  taken  by  the  reform  group  for  their  rviinplrs  (Exhibit  No.  1249.  Hearings.  I art 
X,  p.  4476  at  p.  4489). 
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t irough  the  Federal  bankruptcy  court,®  has  milked  the  railroads,® 
played  fast  and  loose  with  Government  regulation,'^  used  railroads 

t ) defraud  the  Government.®  , j.  , 

Missouri  Pacific  Railroad  Co.— Falsified  its  books,  ® made  fraudu- 
1.  ;nt  applications  to  the  Government,®®  hoodwinked  the  Interstate  Com- 
r lerce  Commission,®*  speculated  in  its  own  securities,®®  reported  income 
i , did  not  truly  earn,®®  forced  subsidiaries  to  pay  to  it  dividends  they 
c id  not  earn,®^  and  lent  money  to  the  biggest  of  them  to  enable  pay- 
ment of  unearned  dividends.®®  Both  IMissouri  Pacific  and  a number 
cf  its  larger  subsidiaries  are  now  in  the  hands  of  the  Federal  bank- 

1 uptcy  court.®®  _ . • /..i. 

With  this  record  of  wrecked  holding  and  operating  companies  (there 

i i much  more  of  a similar  nature)  before  them,  the  new  controllers  of 
.(Llleghanv  chose  their  officers  from  among  the  very  group  which  had 
been  running  the  holding  companies  during  the  period  of  past  abuses. 
,LS  president  of  Alleghany  Corporation,  for  example  they  chose  a 
man  ®^  who  had  been  the  treasurer,  and  a director,  of  Vaness  Go.,  the 
i rst  of  the  holding  companies  just  mentioned,  as  well  as  president  and 
director  of  Cleveland  Terminals  Building  Co.,  the  third  of  these  com- 
panies and  vice  president  and  a director  of  Alleghany  Corporation, 
Ihe  fourth  of  them.®®  As  treasurer  of  Alleghany,  they  retained  the 
1 aan  ®*  who  had  held  that  post  and  had  been  an  Alleghany  director 
since  the  corporation’s  creation,  and  who  was  also  a director  and 
Ixecutive  committee  member  of  the  Missouri  I acific  Railroad  Co., 
mul  a director  of  a Missouri  Pacific  subsidiary  which  the  latter  com- 
1 )anv  milked.^®  He  was  one  of  five  Missouri  Pacific  directors  charged 
: vdth  fraud  in  connection  with  the  notorious  purchase  by  the  Missouri 
r*acific  of  its  own  securities.^ 

H Hearings  Part  yi  p 2134  iLileehany  unloaded  upon  the  Chesapeake  & Ohio  Railway 

For  tieteils  of  the  trai^a^^^^^  value  at  the  date  of  sale  .some  $1,750,000  less  than  the 

vO.,  Part  VII  pp  2399  sqq.)  and  reports  of  this  subcommittee  m preparation. 

inder  common  control  without  P®™ysion  of  the  in^^^  Report  No.  1182  of  this  sub- 

foralion  Act  of,  1920,  m Hearings,  Part JCI,  pp.  4M3-A^8,  ^ ^ of 

committee,  !l  of  more  than  10  percent  of  the  stock  of  the  Kansas  City  Southern, 

.he  purch^e  by  Alleg  y p^blic  Service  Commission,  in  apparent  violation  of  Revised 

siisi  >•“  “• 

slruction  Finance  Corp.,  see  H^aring^^  Finance  Corporation  through  false 

of  the  loan  ^ of  this  subcommittee,  in  preparation. 

■T=  xi‘r,ssr,ssa,,-. ...... ....  ™. 

pany  Dividends  and  Advances— 1926-1931.” 

FTdiscussion  of  the  Missouri  Pacific  bankruptcy  see  Report  No.  25,  Part  2,  of  this  subcommittee. 

'^Moody’s  Steam  Railroads  (1937),  p..l802:  E’^bibit  No.  1341,  M Part  X,  p.  4682  at  p.  4583.  He 
was  a director  or  offici^of  14  Van  Swenngen  XII  pp.  5222  sqq.  and  Report  No.  25,  Part  9, 

of‘tWstu^bcomi?S  enUUed ‘^iussom  Pacific  Systek;  Intercompany  Dividends  and  Advances.” 
Hearings,  Part  XIV,  p.  6063. 
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The  Young  syndicate  retained  as  secretary  of  Alleghaip^  a lawyer 
who  had  held  that  position  smce  the  company  was  foumled,  * and  \vho 
had  also  been  secretary  and  a director  of  t^an  bwermgen 
the  holding  company  m which  the  public  lost  half  its  $30,000,000 

investment  within  18  months  after  it  as  started,  ^ 

Among  the  directors  who  were  chosen  the  day  Uie  reformers  took 
control  and  whom  they  proposed  to  continue  m office  as  du-ectors  of 
the  reorganized  corporation  were  the  president,  above-nientionecl 
a partncA  in  the  law  firm  of  Tolies,  Hogsett  & Gmn,«  attorneys  or 
the  above-mentioned  holding  companies  for  years; ^ and  a.^irecto 
of  Missouri  Pacific  Railroad  Co.^;  and  of  the  subsidiary  ra*  *’oad  it 
milked,^®  also  charged  with  fraud  m connection  Mitli  the  purchase  by 

the  Mikouri  Pacific  of  its  own  securities. 

Mr  A^oung  took  few  important  steps  m preparing  the  hnanciai 

phases  of  the  plan  without  consulting  one  or  more  ol  the 
and  officers  just  mentioned.  He  had  them  come  to  New  ^oik  to 
participate  in  the  conferences  and  the  Preparation  of  his  plans, 
he  used  them  thereafter  to  help  get  his  plan  accepted.®*  The  new 
management  used  the  director  last  mentioned  above  as  consultaiR 
when  iirgins  the  plan  before  this  subcommittee;  ® and  presented  Inm 
as  an  expert  to  defend  the  plan  when  it  was  under  attack  in  a Balti- 
more com-t.®®  Thus  Mr.  Young  failed  in  his  avowed  desirc',  to  avoid 
any  implication  that  this  plan  was  being  written  by  the  old  group. 

« Exhibit  No.  1341,  Hearings,  Part  X,  p.  4582  at  pp.  4583-4584. 

43  l(3em. 

« Moody’s  Steam  Railroads  (1937),  p.  1802. 

« He  wS  Higbe^Co.,  a Van  Sweringen  department  store  (Exhibit  No.  1941.  Hearings, 

E^i&i^N?.’l34l,  Hearings,  Part  X,  p.  4582. 

4*  Idem. 

Hearings.  Part  XIV,  p.  6063. 

5®  New  York  Times,  May  6, 1937,  p.  37. 

siIdem.;andibid.,JuIy9,  1937,0.25. 

corporation.  In  the 

• Heanng.  , pm  ^^wer'ngen  executives  whom  the  reform  group  had  continued  m office 

i^ot  MM’h  Amvoung^’^^^^  eiinrinated  by  him  from  office  in  Alleghany  CorporaUon. 


III.  THE  PLAN  AND  THE  RIGHTS  OF  INVESTORS 


PLAN  DESIGNED  TO  MAKE  POSSIBLE  DIVIDENDS  ON  ALLEGHANY  STOCKS 

The  new  management  of  the  holding  company,  in  explaining  its 
})lan  to  Alleghany  security  holders,  declared  that  its  purpose  was  in 
part  “to  elimimUe  one  of  the  foregoing  liolding  companies  and  to 
sinijilify  the  capital  structure  * * Anotlier  motive  also 

animated  the  Young  group:  the  desire  to  make  possible  the  payment 
of  dividends  on  the  preferred  and  common  stocks  of  Alleghany 
Corporation,  of  which  they  were  the  largest  holders.®® 

The  Young  syndicate  owned  45,195  shares  of  Alleghany  series  A 
])refcrred  stock, ^ on  which  no  dividends  had  been  paid  since  May  1 , 
1931 .®"  Alleghany’s  charter  provided  that  no  dividends  could  be  paid 
on  these  stocks  if  the  collateral  pledged  to  protect  the  holders  of  any 
of  Alleghany’s  three  bond  issues  fell  below  150  percent  of  the  amount 
01  bonds  outstanding.®*  The  collateral  pledged  to  ])rotect  the  holders 
of  Alleghany’s  lowest  grade  of  bonds,  the  so-called  5’s  of  1950,  had 
fallen  below  the  150-percent  line  in  August  1931,  less  than  a year  and 
a half  after  the  bonds  were  issued,  and  had  remained  below  thereafter.®® 
As  of  June  30,  1937,  the  collateral  behind  this  issue  totaled  less  than 
60  percent  of  the  amount  of  bonds  outstanding.®®  Until  this  default 
was  cured,  no  dividends  could  be  paid  on  either  the  preferred  or 
common  stock. 

The  devices  used  in  the  plan  of  July  8,  1937,  in  an  attempt  to  get 
additional  collateral  for  the  5’s  of  1950  and  thus  to  make  possible 
dividends,  are  worthv  of  special  attention.  They  affected  the  con- 
tractual rights  and  piiorities  of  holders  of  the  following  securities: 

More  than  .500,000  shares  of  common  stock  of  1'he  Chesapeake  Corporation  out- 
standing in  the  hands  of  the  public.  The  balance  of  common  stock  of  The 
Chesapeake  Corporation,  about  71  percent  of  the  total,  was  owned  by  Alleghany 

Corporation.  n . i 

Xearly  S25,000,000,  principal  amount,  of  Alleghany  Corporation  20-year  collateral 

trust  convertible  5-percent  bonds,  due  1950  (the  so-called  5’s  of  1950). 

About  120,000  shares,  without  par  value,  of  Alleghany  CorporaUon  cumulative 
prior  preferred  convertible  stock,  entitled  to  dividends  of  $2.50  per  share  per 
vear  and  to  $50  per  share  upon  liquidation. 

Some  667,000  shares  of  Alleghany  Corporation  cumulative  5^2  percent  preferred 
stock,  series  A,  with  a par  value  of  $100  per  share. 

4,440,647  share's  of  Alleghany  Corporation  common  stock,  without  par  value. 

■=^5  Exhibit  No.  125(>-A,  Hearines,  Fart  X,  p.  4193.  * , r ^ n i 

^ lADrf'fint  cif  tho  cmmiiiin  sfock  of  .VllOClUinv  A orDOra- 


Exchange  Commission  allots  their  holdings  as  follows:  . ^ o oev 

Robert  R.  Young,  592,229  shares  common,  or  13.3%  of  total;  15,393  shares  preferred  or  2.3%  of  total. 
Frank  F.  Kolbe,  253.813  shares  common  or  5.7%  of  total;  6,854  shares  preferred  or  1%)  of  total. 

Vllan  P Kirbv,  1,087,768  shares  common  or  24.5%  of  total;  22,948  shares  preferred  or  3.4%  of  total  (Idein.E 
57  For  Young-Kirby-Kolbe  holdings,  see  footnote  56  above.  Alleghany’s  dividends  record  appears  in 
\rocdv’s  .SVeam (1936),  pp.  530-531.  ^ x 

5S  Exhibits  Nos.  43.  45,  and  47,  Hearings.  Fart  I,  pp.  365,  296,  and  32/»  at  pp.  4471,  301-302,  and  3.j§: 

00  \s  of^Mav^^  appraised’^lue  of  collateral  securing  $24,387,000  of  5’s  of  19.50  wa.*?  $U  .543,190.05 

(Exhibit  No.  1248,  Hearings,  Part  X,  p.  4466  at  p.4472.)  See  also  ibid.,  at  p.  4473.  Butseealso  below,  p.  31. 

01  Exhibit  No.  1248.  Hearings,  Fart  X,  p.  44.56  at  p.  4457. 
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The  effects  of  the  plan  for  the  reorganization  of  Alleghany  Corpora- 
tim  and  the  elimination  of  The  Chesapeake  Corporation  on  eacli  of 
tl.ese  five  classes  of  security  holders  will  he  considered  in  order. 

EFFECT  ON  HOLDERS  OF  THE  CHESAPEAKE  CORPORATION  STOCK 

Compared  with  Alleghany  Corporation,  The  Chesapeake  Corpora- 
tion was  a miracle  of  corporate  simplicity.  It  owned  shares  of 
common  stock  in  the  Chesapeake  & Ohio  Hallway  Co.,  having  a 
n arket  value  on  June  30,  1937,  of  more  than  $140,000,000,  and  it 
o vned  miscellaneous  other  investments  with  a market  value  of 
a )out  $8,000,000.®-  Its  whole  income  from  1933  on  consisted  of  divi- 
djnds  on  its  Chesapeake  & Oliio  stock. On  the  basis  of  these  divi- 
d?nds  received,  it  declared  dividends  on  its  own  stock,  71  percent  of 
w hich  went  lo  Alleghany  Corporation  and  the  remaining  29  percent 
to  minority  stockholders. 

The  plan  of  reorganization  w-ould  eliminate  The  Chesapeake 
C orporation  from  the  scene  altogether.  Hence  it  wmuld  deprive 
t le  minority  stockholders  of  the  specific  rights  to  which  their  stock 
e ititled  them. 

The  minority  stockholders  had  no  voice  in  this  transaction  by 
V liich  their  rights  were  to  be  altered.  Alleghany  Corporation,  as 
balder  of  71  percent  of  the  stock,  could  decide  the  issue,  and  did 
d 3cide  the  issue,  by  its  own  vote.®^  Willy-nilly,  the  minority  holders 
w ould  be  frozen  out  by  the  plan. 

Instead  of  their  old  rights  as  stockholders  in  The  Chesapeake 
C orporation,  the  minority  stockholders  w^ere  offered  their  choice 
bstween  two  other  rights. 

First,  they  w'^ere  offered  1}2  shares  of  Chesapeake  & Ohio  Raihyay 
C o.  common  stock  for  every  share  of  The  Chesapeake  Corporation 
s ock.®®  This  was  approximately  a proportionate  distribution  of  the 
a 5sets  of  The  Chesapeake  Corporation.®®  If  the  minority  stockholders 
e ected  to  take  this  alternative,  they  would  get  approximately  the 
s ime  dividends  each  year  from  the  Chesapeake  & Ohio  that  they  would 
h ave  got  from  The  Chesapeake  Corporation.  If  they  chose  to  sell 
oa  the  stock  market,  they  wmuld  get  a little  more  for  \y«  shares  of 
C.  & O.  Qommon  than  they  would  for  one  share  of  Chesapeake  com- 
mon, since  the  market,  distrustful  of  holding  companies,  tended  to 
\ alue  holding  company  stock  at  less  than  the  value  of  the  stock  which 
rnderlav  it.®^ 

As  an  alternative  to  l)i  shares  of  C.  & O.  common,  the  management 
offered  the  old  Chesapeake  minority  for  eveiy  share  of  Chesapeake 
common  one  share  of  a brand  new^  preferred  stock,  which  w-as  dubbed 
‘ 5%  Cumulative  Convertible  Prior  Preferred.”  ®* 

* «2The  clo'^in"  marVet  bid  for  C.  & 0.  common  Jure  30.  1P37  (the  date  taken  by  the  VouDij  group  for  their 
e:  amples)  was  $52  per  share,  or  $141,379,420  for  the  2,718,835  shares  owned  by  The  Chesapeake  Corporation. 
A 5 of  June  30,  1937,  the  indicated  market  value  of  all  investments  of  The  Chesapeake  Corporation  was 
$ 48,755,0,53.24  (Exhibit  No.  1248.  Hearings,  Part  X,  p.  445«5  at  p.  4467  ^p.  footnote  7 thereto.) 

f?ee  publhhed  income  accounts  of  The  Chevsapeake  Corporation.  The  income  account  for  1936  is  pub- 
li  hed  in  Exhibit  No.  1248.  Hearings,  Part  X,  p.  4456  at  p.  4403,  and  shows  "miscellaneous  other  income 
0 8123  91 

8^  it*  * * of  71  percent  of  the  common  stock  of  Chesapeake  owned  by  Alleghany  was  suffi- 

c mt  standing  alone  to  approve  the  plan  on  behalf  of  that  corporation."  (S.  E.  C.  Report,  p.  403.) 

Exhibit  No.  1250-B,  Hearings  Part  X,  p.  4494.  . / . ,tt  • v 

It  was  approximatelv  $2.67  per  share  less  than  a proportionate  distribution  of  assets  (Heanne^,  Part  a, 
p 4130).  The  $2.67  was  to  be  used  to  pay  taxes  (Exhibit  No.  1281,  Hearings,  Part  X,  p.  4521  at  p.  4529), 
a id  other  dissolution  expenses  (Hearings,  Part  X.  pp.  4130-4131.)  , ^ co 

67  On  August  10. 1937,  the  New  York  Stock  Exenange  price  for  1^  shares  of  C.  & 0.  was  $8.62  higher  than 
fi  r 1 share  of  The  Chesapeake  Corporation  stock;  and  during  the  years  1935  and  1936  the  spread  was  greater 
( Exhibit  No.  1346-C,  Hearings,  Part  X,  p.  4635  at  p.  4637). 

M Exhibit  No.  1250-B,  Hearings,  Part  X,  p.  4494, 
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If  members  of  tlie  Cliesapeake  minority  took  the  C.  & 0.  common, 
they  knew  exactly  what  they  were  getting.  The  C.  & O.  had  a long 
and  unbroken  record  of  earnings  and  of  dividends  paid  out  of  eariimgs. 

Its  stock  would  represent  a direct  share  in  the  equity  of  a prosperous 

railroad.  , 

If,  on  the  other  hand,  they  took  the  brand  new-  preferred  stock, 

their  position  would  be  very  different.  They  wmuld  not  receive  divi- 
dends directly  from  the  C.  & O.;  instead,  those  dividends  would  go 
into  the  treasury  of  wdiat  had  been  Alleghany  Corporation.  Thence 
$300,000  of  each  vear’s  income  would  go  to  pay  general  corporate 
expenses  and  $2,670,200  wmuld  go  to  pay  interest  on  Alleghany’s 
first  two  bond  issues.'®  If  anything  were  left  over,  an  additional 
undetermined  sum,  perhaps  as  high  as  $1,219,350,  would  go  to  pay 
interest  on  the  third  bond  issue,  the  so-c.alled  5’s  of  1950.'  If  and 
only  if  there  were  anything  left,  would  the  former  Chesapeake  minor- 
ity stocldiolder  get  anything. 

"in  time  of  prosperitv,  of  course,  Alleghany’s  income  from  the 
C.  & O.  would  be  sufficient  to  pay  its  bond  interest,  with  enough 
left  over  to  pay  dividends  on  the  new^  preferred  offered  to  the  old 
Chesapeake  minority.  But  in  that  case,  another  disadvantage  would 
appear;  dividends  on  this  new  preferred  w'ere  limited  to  $5  per  share. 
If  Alleghany’s  income  were  enough  to  pay  $5  per  share  on  this  pre- 
ferred stock  and  something  over,  the  something  over  would  go  to  the 
holders  of  another  preferred  stock  and  of  the  common  stock.  Xo 
matter  how-  high  C.  & O.  dividends  went,  those  of  the  former  Chesa- 
peake minority  w-ho  accepted  the  proposed  new  preferred  stock  could 

not  receive  more  than  $5  per  share. 

If  the  Chesapeake  minority  accepted  1/^  shares  of  C.  & O.  conimon, 
they  would  get  the  full  di^udend  declared  e.ach  year.  But  if  they 
accepted  the  new-  preferred,  they  w-ould  be  caught  betw-een  tw-o 
millstones.  In  bad  years  they  w-oiild  receive  nothing  until  expenses 
and  bond  interest  had  been  paid,  and  in  good  years  they  would 
receive  nothing  after  their  $5  per  share  dividend  had  been  paid- 
Neither  the  management’s  letter  to  Chesapeake  stockholders  nor 
the  documents  sent  them  to  describe  and  explain  the  plan  disclosed  to 
the  Chesapeake  minority  the  full  facts  about  future  dividends.  The 
Securities  and  Exchange  Commission  (S.  E.  C.),  w-hich  was  granted 
pow-er  by  section  14  (a)  of  the  Securities  Exchange  Act  of  1934  to  give 
security  holders  whatever  protection  might  be  afforded  by  a full  and 
complete  disclosure  of  the  facts,  found  it  necessary  to  intervene  and 
to  exercise  this  power  on  behalf  of  the  investors.  In  a later  report 
to  the  Congress  of  the  United  States,  the  S.  E.  C.  said: 

* * * Adequate  information  was  not  given  which  would  enable  a holder  of 
Chesapeake  common  to  judge  the  relative  merits  of  the  alternative  offers  open  to 
him.  As  a minimum,  information  should  have  been  given  permitting  an  analy^s 
in  terms  of  Chesapeake  & Ohio  earnings  of  the  dividend  opj)ortunities  to  be 
realized  from  each  of  the  two  offers.^* 

66  The  C A'  O had  paid  di\  idends  in  every  year  from  1889  on  with  the  excepticn  0(1915  pnd  1921  (Moody’s 
Steam  RaUronda  (1937),  p 1829.)  Net  income  available  for  dividends  ^^'ceeded  dividend  declared  m eyery 
veai  frem  1951  Ihrouph  I0?5.  and  fell  short  of  covering  the  extraordinary  $5  80  19o6  dividend  by  onl>  1.42 
percert  (Exhibit  No  1328.  Htarinss.  Varl  X.  p.  4571) 

70  Exhibit  No.  1268,  Hearings,  Part  X,  p.  4508  * v.  ^ 1 non  rTvhihit 

71  If  all  holders  of  5’s  of  1950  kept  their  bonds,  they  would  have  to  be  paid  5 percent  on  $24, 387, (hxniDit 
No  ms  ibid.,  at  p.  4470'!  or  $1,219,3.50  per  year  (ibid.,  p.  4466)  before  the  new  preferred  received  anything. 
If  some  or  nil  holders  of  the  5’s  of  1950  accepted  the  new  preferred  in  exchange,  it  would  participate  sooner, 
but  it  w’ould  be  spread  out  over  a larger  issue. 

72  Exhibit  No.  1250-B,  Ili^arings,  I’art  X.  pp.  4194-4495. 

73  Exhibits  No.  1248  and  1249,  ibid.,  pp.  4456-4493. 

7^  S.  E.  C.  Report,  p.  403. 
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Had  the  Chesapeake  minority  been  given  the  analysis  which  the 
S E.  C.  considered  a “minimum,’’  they  would  have  learned  this: 


C miparison  of  dividends  on  lY-t  shares  of  C.  A-.  O.  common  and  1 share  of  the  new 

preferred 

(T  lis  chart  assumes  that  all  holders  of  Chesapeake  Corporation  common  and  Alleghany  Corporation  5's 
•f  1950  would  accept  the  offer  of  new  preferred  stock,  and  that  C.  <fe  0.  stock  will  continue  to  be  the  only 
ource  of  All  *ghany's  income.] 


i 

! If  the  C.  A 0.  common  stock 
1 dividend  per  share  was— 

! 

j 

Holdcr.s  of  IV'2  shares 
of  C.  & 0.  common 
would  receive — 

1 The  new  preferred 
offered  to  the  old 
Chesapeake  minor- 
ity in  lieu  of  iVz 
1 shares  of  C.  & 0. 
common  would 
(*arn— 

1 .80..50 

$0.  75 

0 

1 $1.(X) 1 

1.50 

0 

’ $1.10  (a) ’ 

1. 65 

0 

■ $1.50-..- 1 

2. 25 

$1.40 

$1.93  (6) j 

2.90 

2.  iH) 

$2.00 1 

3. 00  ' 

3. 15 

$2.50 1 

1 3. 75 

4.90 

, $2..5;3(c) 

3.80  ' 

5. 00  i 

■ $3.00 

4.  .50 

5. 00 

i $3.  33(d) 

5.(X) 

5. 00 

$3.50 

5.25  ' 

0.  (X) 

1 $4.00 

6. 00 

5. 00 

1 $4.50 - 

: 6. 75 

5.00  ' 

1 $5.(K) 

7.  .50 

5.00 

$5.  50 

8. 25 

5.  (XI 

$5.80  (e)_._ 

' 

8. 70 

5. 00 

1 

t z)  Until  this  point,  the  new  preferred  earns  nothiiuj, 

1 '>)  Until  this  point,  the  new  preferred  earns  less  than  1?  2 shares  of  C.  & O.  common  receives, 

c)  Until  this  point,  the  new  preferred  earns  less  than  its  coupon  rate,  $5  per  share. 

( i)  After  this  point,  the  new  preferred  receives  less  than  \Yi  shares  of  C.  O.  common  receives. 

e)  This  amount,  $5.80,  was  the  C.  & 0.*s  actual  divMeud  in  1930,  the  year  prior  to  the  formulation  of 
th  plan  by  the  new  Alleghany  management. 


Assuming  that  all  Chesapeake  Corpoi’ation  minority  stockholders 
ai  d all  holders  of  Alleghany  5’s  of  1950  acci'.pted  the  offer  of  new 
pieferred,  there  would  be  outstanding  at  the  outset  776,757K  shares 
ol  that  stock.  This  stock  would  earn  {a)  nothing  until  C.  & O. 
ctminon  dividends  reached  $1.10  per  share;  ih)  less  than  holders  of 
l]i  shares  of  C.  & O.  common  would  receive  until  C.  & O.  common 
dividends  reached  $1.93  per  share;  (c)  less  than  its  $5  coupon  rate 
in  til  C.  & O.  common  dividends  reached  $2.53  per  share.  And  it 
wnild  receive  (d)  less  than  IK  shares  of  C.  & O.  common  would 
re:*eive  whenever  C.  & O.  dividends  exceeded  $3.33  per  share. 

The  new  preferred  would  earn  more  than  IK  C.  & O.  common  shares 
wnild  receive  only  if  C.  & ().  common  ilividends  were  between  $1.93 
pir  share  and  $3.33  per  share.  Even  if  C.  & ().  dividends  fell  within 
tie  area  favorable  to  the  new  preferreil  stock,  the  management  might 
iv:tlihold  dividends  on  the  latter;  such  dividends,  though  cumulative, 
wore  not  mandatory.^® 

The  situation  with  respect  to  assets  was  not  dissimilar,  as  the 
fo  lowin"  table  indicates: 


■ Chart  prepared  by  the  subcommittee  staff.  The  new  preferred  vould  earn  nothing  until  C.  & O. 
cor  .mon  paid  enough  to  cover  generj!  expenses  ($300,000  per  year)  and  t'ond  interest  ($2,070,(>(H)  |>er  year)— 
(E  hibit  Xo.  168,  JTearing«,  Part  X,  p.  4508),  or  -$1.10  ])er  .share  on  the  2.718.8.3c  shares  (Exhibit  Nc.  12'?8 
ibi<  p.  4456  at  p.  4475)  which  the  reorganized  company  would  own.  'I'hereafter,  every  1-cent  increase  in 
C.  fe  0.  dividends  would  increase  Alleghany’s  income  by  $27,188  or  3.5  cents  per  share  on  the  776,757K' 
sha  *es  (ibid.,  at  p.  4474)  which  would  be  outstanding.  For  another  chart  on  the  same  topic,  see  Exhibit 
No  1274,  ibid.,  p.  4512. 

Mr.  Young  denied  that  he  would  misase  his  ixiwer  to  manipulate  dividends.  (See  Hearings,  Part  X,  p. 
427  , quoted  above  at  p.  4.) 
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Comparison  of  shares  of  C.  & 0.  common  with  1 share  of  the  new  preferred 

[This  chart  assumes  that  all  holders  of  Chesapeake  common  stock  and  Alleghany  5’s  of  1950  will  accept 
Mr.  Young’s  offer  of  new  prehirred  stock,  and  that  the  market  value  of  assets  other  than  C.  & 0.  common 
will  remain  constant] 


If  the  stock  market  price  of 
C.  A 0.  common  stock  to— 

The  stock  market 
price  of  shares  of 

C.  A 0.  common 
would  be— 

The  asset  value  of  the 
new  preferred  stock 
would  be— 

1 

$9  7.5  fnl 

$14.  62 

$10  00 

15. 00 

.h9  (M 

18.81 

.$20.00 

;K).00 

$26.11 

$21.94  (c).. - 

32.91 

32.91 

$30.00 - - 

45.00 

61. 12 

$40.00 

60.00 

96.12 

.$41.11  (d) 

61. 66 

100. 00 

.$50.00 

75.00 

100. 00 

$60.00 

(K).  00 

100. 00 

j $66.67  (0 - - 

100.  (K) 

100.00 

1 $70.00 

105. 00 

moo 

$77.75  (/)  

116. 62 

100.00  : 

$80.00 

120.00 

m.  00 

(o)  This  was  the  actual  depression  low,  reached  July  6,  1932. 

lb)  Until  this  point,  the  new  preferred  would  have  no  asset  value  whatever. 

^)  Until  this  point,  the  asset  value  of  the  new  preferred  would  be  less  than  the  market  value  of  shares 
of  C.  & O.  common.  , . , v 

(d)  Until  this  point,  the  asset  value  of  the  new  preferred  would  be  less  than  its  claim  ($100  per  share). 

(e)  After  this  point,  the  asset  value  of  the  new  preferred  would  be  less  than  the  market  value  of  IH  shares 
of  C.  O.  common. 

(/)  Tliis  was  the  actual  post-depression  high,  reached  November  4, 1936. 


There  would  be  no  assets  available  to  meet  the  claims  of  tlie 
new  preferred  whenever  C.  & O.  common  fell  below  $12.54  per  share. 
The  assets  underlying  the  new  preferred  would  be  less  than  the 
market  value  of  1%  shares  of  C.  & O.  common  wlienever  the  common 
fell  below  $21.94  per  share.  There  would  be  insufficient  assets 
to  secure  in  full  the  $100-per-share  claims  of  the  new  preferred  when- 
ever C.  & O.  common  fell  below  $41.11.  And  the  new  preferred’s 
claim  to  assets  would  be  less  than  the  market  value  of  IK  shares  of 
C.  & O.  common  whenever  that  common  rose  above  $66.67  per  share. 
In  short,  the  Chesapeake  minority  would  be  better  secured  by  taking 
IK  shares  of  C.  & O.  common  than  by  taking  the  new  preferred, 
whether  that  common  rose  or  fell.  Only  when  C.  & O.  common  stood 
between  $21.94  and  $66.67  per  share  would  the  market  value  of  the 
assets  underlying  a share  of  the  new  preferred  exceed  the  market 
value  of  IK  shares  of  C.  & O.  common. 

A further  hazard  endangered  those  who  might  accept  the  new 
preferred  stock.  The  new  company  was  still  subject  to  the  bond 
indentures  providing  that,  whenever  the  market  value  of  collateral 
behind  the  bond  issues  fell  below  150  percent  of  the  bonds  outstanding, 
no  dividends  could  be  paid  on  any  stocks.'^®  In  case  of  a market 
decline  which  would  reduce  .the  market  value  of  the  securities  owned 
by  Alleghany,  tlie  corporation  might  find  itself  once  again  barred 
from  paying  dividends,  and  those  of  the  old  Chesapeake  minority 

’•  Prepared  bv  the  subcommittee  staff.  As  of  June  30, 1937,  with  C.  O.  common  at  52,  the  reorganized 
company  would  have  $107,280,609.07  available  for  new  stocks  (Exhibit  No.  1277,  ibid.,  p.  4.513).  For  every 
$1  00  change  in  the  price  of  C.  & O.  common,  the  market  value  of  2,718,835  shares  of  C.  & O.  common  would 
change  $2,718,835.  Hence  with  C.  & 0.  common  at  $12.54,  there  would  be  no  assets  left  tor  the  preferred 
stock  of  the  reorganized  company.  For  every  $1.00  per  share  rise  above  that  figure,  the  reorganized  com- 
panies assets  would  increase  $2,718,835,  or  $3.50  per  share  on  776,757H  shares.  If  other  securities  in  the  Alle- 
ghany portfolio  fluctuated  in  unison  with  C.  & O.  common,  the  “pinchcr”  effect  would  be  accentuated,  and 
the  area  in  which  the  new  preferred  showed  an  advantage  over  C.  & O.  common  would  be  narrowed  still 
further.  If  some  or  all  of  the  holders  of  Alleghany  5’s  of  1950  refused  to  exchange  for  the  new  preferred, 
higher  prices  for  C.  & O.  would  be  needed  to  give  the  new  preferred  any  asset  value. 

See  p.  19,  supra,  and  footnote  58  thereto. 
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wLo  had  elected  to  take  new  preferred  would  lind  themselves  bereft 
of  ncoine  at  a time  of  depression. 

viembers  of  the  Chesapeake  minority  who  took  C.  & 0.  common 
would,  as  has  been  noted,  own  a direct  share  of  the  equity  of  a pros- 
pe  ous  railroad.  Those  who  elected  to  take  new  preferred  would 
hare  a claim  to  what  was  left  over  after  the  claims  of  holders  of 
$5  >,404,000  of  bonds  due  in  1944  and  1949  had  been  satisfied,  and 
after  the  claims  of  holders  of  an  undetermined  amount — perhaps  as 
mi  .ch  as  $24,387,000 — of  the  third  bond  series,  the  5’s  of  1950  had 
also  been  satisfied. 

hich  would  be  the  situation,  immediately  after  the  plan  became 
eff  active,  of  those  members  of  the  Chesapeake  minority  who  accepted 
thn  new  preferred.  Thereafter,  things  might  grow  progressively 
wcrse.  For  the  reorganized  company  could — 

boi  row  or  raise  money  without  limit,  and  upon  any  terms,  for  any  purpose 
* issue,  sell,  and  dispose  of  the  coi'poratioii’s  bonds,  debentures,  notes, 

cer  dficates  of  indebtedness  * * * and  other  obligations  * * and  as 

sec  irity  therefor  * * * mortgage,  pledge,  or  grant  any  charge  or  impose 
any  lien  upon,  all  or  any  part  of  the  * * * property  * =f=  * of  the 
coi  poration  * * 

These  borrowings  could,  and  in  all  probability  would,  come  prior 
to  the  claims  of  the  new  preferred.  Those  who  advanced  this  new 
money  would  have  a prior  claim  to  the  assets  once  owned  by  the 
Cl  esapeake  minority,  and  their  interest  payments  would  come  before 
th  ? dividends  on  the  new  preferred.  The  $53,000,000  or  more  of 
deDt  and  the  $2,970,000  per  year  or  more  of  fixed  charges  and  ex- 
pe  ises  which  would  come  prior  to  the  claims  of  the  new  preferred 
when  the  plan  was  consummated  might  be  doubled  or  quadrupled, 
at  the  Young  syndicate’s  discretion.  Those  of  the  Chesapeake 
mi  nority  who  elected  to  take  the  new  preferred  would  have  no  redress. 

With  the  new  money  so  raised,  the  new  company  could — 

aci  [uire  by  purchase,  subscription,  or  otherwise  * * * shares  of  stock, 

bo  ids,  debentures,  notes,  scrip,  securities,  evidences  of  indebtedness,  contracts, 
or  Dbligations,  of  any  corporations  * * * 

[n  short  the  management  could  speculate  as  it  pleased. 

saddling  speculative  losses  on  its  security  holders  would  not  have 
bem  a new  adventure  for  Alleghany  Corporation.  In  1929  and  1930 
A1  eghany  had  taken  $100,000,000  of  money  raised  from  investors  and 
had  sunk  it  in  Missouri  Pacific  stocks  and  low-grade  bonds.®^  Mis- 
so  iri  Pacific  stock  for  which  Alleghany  Corporation  had  paid  $79,- 
69  3,000  had  a stock-market  value  on  June  30,  1937  (the  date  chosen 
bj  the  reform  group  for  its  examples),  of  a bare  .$4,242,000.®^  Nothing 
prevented  Mr.  Young  and  the  holding-company  executives  with  whom 
he  surrounded  himself  from  indulging  in  a similar  market  plunge  in  the 
fu  nre,  with  similarly  disastrous  results.  In  fact,  those  who  accepted 
tin  new  preferred  stock  would  be  in  even  greater  jeopardy  than  those 
whose  money  had  been  sunk  in  Missouri  Pacific,  for,  as  has  been 
ncted,®®  the' plan  would  remove  the  60-percent  margin  limitation 
de  signed  to  protect  the  holders  of  preferred  stock. 


8'  Report  Mo.  25,  Part  8,  of  this  subcommittee,  entitled.  “Alleghany  Corporation;  Acquisition  of  Missouri 
Pa<  ific  Railroad  Company— Devices  Used  To  Secure  Consent  of  Missouri  Public  Service  Commission. 
Sec  also  Uearings,  Part  XI. 

« Exhibit  No.  1248,  Hearings,  Part  X,  p.  4456  at  p,  4469,  esp.  footnote  9 thereto. 

See  supra^  pp.  12-14. 
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Mr.  Young  himself  confessed  that  control  with  a negligible  invest- 
ment 

* * * places  a premium  on  going  into  debt  and  'playing  [on  a thin  equity 

* ^ *^64 

If  the  controllers  of  Alleghany  Corporation  succumbed  to  the  temp- 
tation to  go  into  debt  and  gamljle  on  a thin  equity,  they  would  them- 
selves reap  the  benefits.  Those  of  the  Chesapeake  minority  who 
elected  to  take  the  new  preferred,  along  with  other  security  holders, 
would  suffer  the  losses. 

The  relative  merits  of  the  two  choices  offered  to  the  Chesapeake 
minority  were  exhaustively  studied  by  J.  Al.  B.  Hoxsey,  for  many 
years  executive  assistant  to  the  New  York  Stock  Exchange  conmiittee 
on  stock  list,  later  a member  of  that  committee,  and  well  qiialified  as 
an  expert  in  investment  matters.  Mr.  Hoxsey  pointed  out  in  a mem- 
orandum ®®  the  advantages  of  one  choice  and  the  disadj^^antages  of  the 
other.  Mr.  Hoxsey  can  hardly  be  charged  with  overstatement  when 
he  declared: 

t 

The  offer  of  new  Alleghany  preferred  to  Chesapeake  Corporation  stockholders 
seems  very  disadvantageous  when  compared  with,  the  offer  of  Chesapeake  & 
Ohio  common.®®  ' •*  I 

But,  no  matter  how  much  better  off  the  Chesapeake  mmqrity 
would  be  if  it  accepted  C.  & O.  stock,  Mr.  Young  and  his  associates 
did  not  want  them  to  choose  that  alternative.®^  In  fact,  if  the  Chesa- 
peake minority  unanimouslj^  accepted  C.  & 0.  common  instead  of 
new  preferred,  they  might  block  one  of  the  holding-company  manage- 
ment’s major  purposes  in  proposing  the  plan,  and  indeed  block  the  plan 
itself.®® 

One  of  the  basic  purposes  in  dissolving  Chesapeake  Corporation 
was  to  get  additional  collateral  with  which  to  cure  the  default  on 
Alleghany’s  5’s  of  1950,  and  hence  to  make  possible  payment  of  divi- 
dends on  Alleghany  preferred  and  common  stocks.®®  The  management 
hoped  to  remove  the  collateral  default  in  several  ways.  First, 
Alleghany  Corporation  would  get,  like  other  Chesapeake  Corporation 
stockholders  canny  enough  to  demand  it,  1%  shares  of  C.  & O.  common 
for  every  share  of  Chesapeake.  The  market  value  of  1%  shares  of 
C.  & O.  common  was  higher  than  the  market  value  of  1 share  of 
Chesapeake  Corporation  common.  The  added  market  value  which 
Alleghany  would  receive  by  exchanging  Chesapeake  stock  for  C.  & 0. 
stock,  the  reform  group  proposed  to  use  to  help  cure  the  default-  on 
the  5’s  of  1950.®® 

But  this  step  alone  would  not  be  sufficient;®^  other  devices  were 
necessary. 

^ Hearings,  Part  X,  p.  4072. 

85  Exhibit  No.  1279,  ibid.,  pp.  4614-4518. 

8«Ibid.,  atp.  4516. 

87  Hearines,  Part  X,  pp.  4136-4137. 

88  Ibid.,  p.  4i3*i,  “Thev  [the  Chesapeake  minority]  can  defeat  it  by  taking  C.  0.“ 

89  Exhibit  No.  1248,  ibid.,  p.  4456  at  p.  4457. 

90  The  Young  group’s  original  proposal  was  to  deiwsit  under  the  mortgage  indenture  securing  Alleghany  5*s 
of  1944  and  1949  only  as  much  C.  & O.  stock  as  was  necessary  to  maintain  the  market  value  equivalent  of 
Chesapeake  stock  withdrawn,  and  to  denosit  the  balance  of  the  C.  & O.  stock  taken  out  of  Chesapeake 
Corporation  under  the  indenture  protecting  the  5’s  of  1950;  but  Guaranty  Trust  Co.,  as  trustee  under  the 
indentures,  demanded  that  a full  iy>  shares  of  C.  & 0.  be  deposited  for  every  share  of  Chesapeake  withdrawn. 
Nevertheless,  the  added  market  value  resulting  from  the  substitution  would  permit  the  switching  of  other 
collateral  from  the  5’s  of  1944  and  1949  to  the  5's  of  1950,  and  this  it  was  proposed  to  do  if  necessary  to 
cure  the  collateral  default  of  the  5*s  of  1950.  (For  discussion,  see  Hearings.  Part  X,  pp.  4123-4129.) 

91  Exhibit  No.  1252,  ibid.,  p.  4501. 
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" 'he  offer  of  new  preferred  to  the  old  Chesapeake  niinority  was  one 
ad(  itional  device.  For  if  a Chesapeake  stockholder  took  the  new 
preferred  stock,  the  1%  shares  of  C.  & O.  common  which  he  would 
otl  erwise  receive  would  go  into  the  treasury  of  Alleghanj’^  Corj)oration, 
ani  I be  used  to  help  cure  the  default  of  the  5’s  of  1950.®^ 

'^'he  men  who  prepared  the  reorganization  plan  must  have  known 
tin  t if  the  old  Chesapeake  minority^  adequately  understood  the  merits 
of  l)oth  alternatives  open  to  them,  they  would  choose  C.  & O.  common, 
and  hence  perhaps  block  the  plan.  Accordingly,  the  management 
used  its  position  of  control  to  “sweeten”  as  much  as  possible  the 
ap]  learance  of  the  alternative  wliicli  it  wanted  tlu!  Chesapeake  minority 
to  3lect,  and  to  discourage  them  as  much  as  possible  from  taking  the 
choice  which  was  in  their  own  best  interest.®^ 

PEl:SU.\DING  THE  CHES.VPEAKE  MINORITY  TO  .\CCEPT  THE  PROPOSED 

* NEW  PREFERRED  STOCK 

''he  holdilig  company  officials  wanted  the  Chesapeake  minority  to 
ac(  ept  the  new  jireferred  stock,  but  could  not  force  them  to,  lest  the 
mi  lority  should  appeal  to  the  courts.  Giving  them  the  alternative 
of  accepting  C.  & O.  stock  made  the  plan  less  vulnerable  to  court 
att  ick.  In  fact,  when  two  large  investment  trusts  owning  Chesapeake 
common  sued  to  stop  the  plan,  the  court  ruled  against  them,  in  part 
on  the  ground  that  they  were  given  the  option  of  receiving  C.  & O. 
stcck.®^ 

Short  of  attempting  to  force  the  Chesapeake  minority  to  take  the 
ne’w  preferred,  however,  the  holding-company  management  used  many 
for  ais  of  blandishment  to  persuade  them  to  act  against  their  own  best 
interests.  These  varied  efforts  can  be  consider'd  in  order. 

. . Renaming  Alleghany  Corporation. — If  the  Chesapeake  minority 
had  been  asked  to  exchange  their  stock  in  The  Chesapeake  Cor- 
po  ation  for  stock  in  Alleghany  Corporation,  they  might  well  have 
ref  ised.  Alleghany  Corporation  was  widely  and  unfavorably  known 
in  financial  and  market  circles.  Its  past  misdeeds  and  current  mis- 
fortunes had  received  widespread  publicity.®® 

Tuler  the  plan,  the  Chesapeake  minority  was  not  asked  in  so  many 
words  to  accept  Alleghany  stock.  They  were  asked  to  trade  their 
stcck  in  “The  Chesapeake  Corporation”  for  stock  in  “Chesapeake  Cor- 
po  ’ation.”  They  were  nowhere  explicitly  informed  that  “Chesapeake 
Corporation”  was  in  fact  a new  name  for  the  reorganized  Alleghany 
Corporation.®® 

d.  A'aming  the  new  stock. — The  management  called  the  new  stock 
wiich  it  offered  the  Chesapeake  minority  “cumulative  convertible 
prior  preferred.”  The  C.  & O.  stock  which  they  were  entitled  to 
select  instead  was  called  simply  “common  stock.”®' 

vVith  C & O.  common  at  $55  per  share,  approximately  3]  pcrcenT  of  the  Chesapeake  minority  would  have 
to  a cept  the  new  preferred  in  order  to  cure  the  default  on  all  the  5’s  of  19.50.  Rut  this  percentage  would  be 
redi  ced  if  sonic  holders  of  the  5’s  of  1950  also  af*cepied  the  new  preferred.  For  example,  with  C.  & ().  corn* 
mor  at  «55  per  share,  if  40  percent  of  the  5’s  of  1950  were  traded  for  the  new  preferred,  the  default  would  bo 
cun  i even  if  all  members  of  the  Chesapeake  minority  refu.'^ed  to  accept  the  new  preferred.  (Exhibit  No. 
125*  Ilearincs,  Part  X.  p.  4501.) 

85  ‘\Vhat  would  you  (io  in  the  same  circumstances?”  Mr.  Younp:  asked.  (Hearings,  Part  X,  p.  4136.) 

Exhibit  Xo.  1342,  ibid.,  ])p.  45S4-4592.  The  court  did,  however,  issue  an  injunction  on  behalf  of  thr 
All  ghany  Series  A stockholders  (Idem.).  „ 

85  >;ee  Mr.  Young’s  statement  to  the  jiress  that  ”(>hesapeake  ’ was  a better  name  than  Alleghany  (M  all 
Sfre  t Journal,  Mav  27,  1037,  pp.  1 & 4.  ) See  also  above,  \).  S. 

Exhibit  Xo.  1250-H.  pj).  4494-4495.  See  also  above.  i>.  7. 

8*  Idem. 
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Through  long-established  usage,  a “preferred”  stock  is  considered 
as  senior  to  a common  stock,  as  safer,  and  as  more  conservative. 
A “prior  preferred”  is  senior  in  claims  to  assets  and  to  income  over 
other  jireferred  stocks.  A “enmnlative  prior  jireferred”  is  further 
safeguarded.  Making  such  a stock  “convertible”  gives  it  in  addition 
the  advantage  of  being  able  to  share  in  the  speculative  profits  of  the 
common  stock  if  those  profits  seem  large  enough  and  stable  enough  to 
warrant  conversion. 

In  the  case  of  a bolding  comiiany,  however,  the  situation  is  very 
different.  A “cumulative  eonverli'ble  prior  preferred”  which  rests 
merely  on  the  common  stock  of  another  company  is  junior  to  the 
coniinon  stock  of  that  other  company.  A stockholder,  acquainted 
with  the  long-established  terminology  of  the  market  place  but  unac- 
customed to  the  daugers  of  holdiug-company  operations  might  well 
believe  that  the  projiosed  new  “cumulative  convertible  prior  preferred” 
stock  was  senior  to  and  safer  than  the  mere  “common”  stock  of  the 
C.  & O.  If  so,  be  would  be  misled. 

Alleghany  officials  did  not  invent  tlie  holding-company  device  by 
which  stocks  junior  to  the  common  stock  of  one  company  could  be 
named  “cumulative  convertible  prior  preferred”  stock  of  another  com- 
pany. But  their  plan  did  propose  to  iierpetuate  that  device.  It 
would  mislead  any  unwaiy  investor  Avho  relied  on  the  plain  words  in 
the  stock’s  name.'  Neither  tlie  plan  nor  the  management’s  explana- 
tions clearly  explained  the  real  relationship  between  “The  Chesapeake 
Corporation  common”  which  Chesa])eake  stockholders  were  to  be 
forced  to  reiiiupiish  and  “Chesapeake  Corporation  cumulative  eou- 
vertihle  prior  pri'ierred”  offered  to  them  in  exchange. 

3.  Relyiny  on  Inertia . -Tho  managenn'nt’s  plan  madi'  it  perfectly 
,‘asy  for  ineinher.^  of  the*  Cliesapeak('  miuorily  to  accept  the  alternative 
which  the  managi'inent  wantc'd  them  to  accejit.  They  had  only  to  do 
nothinq.  The  plan  proposed  to  acce])t  silence  and  inaction  as  con- 
clusive proof  that  stockholders  wante(l  to  accept  the  p.ew  preferred.®* 

On  the  other  liand,  if  stockholders  insisted  on  having  the  C.  A O. 
common  to  which  they  were  entitled,  tliey  had  to  act  and  act  promptly. 
Tlie  management's  letter  to  stoekhohlers  stated: 

To  receive  the  foreficjing  1/4  sliare.s  of  coiuiiioii  stock  of  tlie  Chesapeake  and 
Ohio  Railway  Coinjiaiiv,  you  are  required  to  exercise  your  election  so  to  do  on 
or  before  August  Hi,  l'937,  l)V  presenting  your  stock  certificates  at  tlie  office  of 
Manufacturers  Trust  Compaiiy,  o~)  Broad  Street,  New  York,  N.  Y.,  the  agent 
of  your  eonijiaiiV,  for  stamping  tliereon  of  a notation  of  your  exercise  of  said 
ojiHon,  whereupon  said  certificates  will  fortliwitli  be  returned  to  you.  For  your 
eoiivenienee,  a form  of  letter  of  transmittal  is  enclosed.®* 

The  nnimurement,  as  the  record  shows,  proposed  to  adhere  to  the 
August  1(5  (lead  line.  It  notiffed  the  Mamifactnrers  Trust  Co.  to 
stamp  only  such  shares  as  arrived  before  2 p.  m.  eastern  standard 
time  on  tliat  date.^  If  shares  reached  the  company  after  2 p.  m.  ou 
August  16,  they  were  to  he  returneil  to  the  owners  unstamped;  and 
willy-nilly  the  latecomers  could  be  obliged  to  take  the  new  preferreil 
instead  of  the  C.  & O.  commoii  to  which  they  were  eniitled. 

Exhibit  Xo.  1250  R,  Hearings.  Part  X.  p.  4194.  . ^ , - •* 

88  Idem  The  Vdter  of  transmittal  onclosod  “for  your  convenience’  rerjuired  a Chesapeake  iiiiriority 
stockholder  to  fill  out  a form,  siirn  it,  and  )zot  a bank  or  brokeraL^e  olhce  to  si^m  il  also,  to  }?uarantcc  thaMus 
>i?natiire  was  tienuino.  He  ba<l  to  send  the  letter  of  transmittal,  with  the  stock  certificate  itself,  to  Ne  .v 
York. 

I Exhibit  Xo.  1352,  Hearings.  Pait  X.  ]l  4640  at  p.  4(.4i. 
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Mr.  Hoxsey,  the  expert  adviser  to  the  New  York  Stock  Exchange, 
to  d the  exchange’s  committee  on  stock  list  what  he  thought  of  these 
tajtics: 

* * * No  objection  could  be  made  if  Chesapeake  Corporation  stockholders 

CO  isciously  made  a selection  of  Alleghany  preferred,  but  as  it  is  it  will  probably  be 
on  y through  inadvertence  or  misunderstanding  that  any  considerable  part  of  the 
rig  lits  to  take  Alleghany  preferred  instead  of  Chesapeake  and  Ohio  Common  will 
be  exercised.^ 

The  plan  was  so  drawn  that  full  advantage  would  be  taken  of  such 
“ i ladvertence  or  misunderstanding”  to  get  additional  collateral  for 
Cl  ring  the  default  of  the  5’s  of  1950,  and  hence  to  facilitate  the  pay- 
m mt  of  dividends  on  Alleghany’s  preferred  and  common  stocks. 

4.  Taking  advantage  oj  the  corporate  gains  law.- — -The  dice  were 
further  loaded  in  favor  of  the  acceptance  of  the  new  preferred  as 
aj  ainst  C.  & O.  common  by  reason  of  a feature,  in  the  Federal  capital 
g{  ins  tax  law.  The  plan,  as  it  was  worked  out,  did  not  subject 
C lesapeake  minority  stockholders  to  any  added  tax  if  they  accepted 
tl  e new  preferred  stock,  as  the  management  wanted  them  to  do.  If, 
oil  the  other  hand,  they  exercised  their  own  judgment  and  decided 
tc  demand  their  shares  of  C.  & O.  common,  minority  stockholders 
Wire  informed  that  they  would  incur  a tax  liability.® 

The  matter  was  discussed  at  hearings  before  this  subcommittee. 

Mr.  Kaplan.  That  would  operate  as  an  effective  club  to  compel  the  minority 
C lesapeake  stockholders  to  come  into  the  plan? 

Mr.  Young.  I should  say  that  that  is  a club  that  I will  not  wield.  It  is  a club 
in  the  situation  by  virtue  of  the  Government’s  tax  policies.^ 

The  club  was  not,  however,  “in  the  situation  by  virtue  of  the 
Government’s  tax  policies,”  but  by  reason  of  the  management’s  plan. 
1]  it  had  left  The  Chesapeake  Corporation  undisturbed,  the  Chesa- 
p sake  minority  would  not  have  had  to  pay  any  special  capital-gains 
tl  X.  If  it  had  merged  The  Chesapeake  Corporation  into  the  Chesa- 
p;ake  & Ohio  Railway  Co.  (as  it  was  urged  to  do),®  the  stockholders 
\v  ould  not  have  had  to  pay  a special  tax.®  The  tax  liability  arose  as  a 
d rect  result  of  the  form  in  which  the  reorganization  plan  was  cast. 

Alleghany’s  management  was  not  forcing  the  Chesapeake  minority 
to  accept  tiie  new  preferred,  but  it  was  forcing  them,  without  giving 
them  any  voice  in  the  matter,  into  a dilemma.  They  had  either  to 
a !cept  tile  new  preferred,  or  to  incur  in  many  cases  a substantial  tax 
li  ibility. 

In  the  management’s  letter  to  Chesapeake  stockholders,  much  was 
n.ade  of  this  dilemma.  The  minority  was  told: 

In  the  opinion  of  counsel,  stockholders  who  receive  the  new  5%  cumulative 
ci  nvertible  prior  preferred  stock  of  the  consolidated  company  in  exchange  for 
Cl  mmon  stock  of  the  Chesapeake  Corporation  will  derive  no  taxable  gain  or 
sustain  no  deductible  loss  for  Federal  income  tax  purposes.  However,  counsel 
a e of  the  opinion  that  gain  or  los.s  may  be  recognized  in  the  case  of  stockholders 
w ho  elect  to  receive  common  stock  of  the  Chefsapeake  and  Ohio  Railway  Com- 
p iny.' 

5.  Personal  Persuasion.— The  renaming  of  Alleghany  Corporation, 
t le  christening  of  the  new  holding-company  stock  “cumulative  con- 
vertible prior  preferred,”  the  devdee  for  taking  advantage  of  inertia, 


2 Exhibit  No.  1279,  ibid.,  p.  4514  at  p.  4517. 

5 Exhibit  No.  ibid.,  p.  4494  at  p.  4495;  see  also  Exhibit  No,  1273,  ibid.,  p.  4511. 


‘ By^Fred%^k^L^  Kidder,  Peabody  & Co.  (Exhibit  No.  1315,  ibid.,  p.  4559.) 

» Idem. 

• Exhibit  No.  1250-B.  ibid.,  p.  4494  at  p.  4195. 
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inadvertence,  and  misunderstanding,  and  the  use  made  of  the  capital- 
gains  tax  peculiarity — none  of  these  factors  succeeded  m dissuading 
the  bulk  of  the  Chesapeake  minority  from  demanding  their  shares 
of  C.  & O.  stock.®  But  the  holding-company’s  management  did  not 

rest  there.  . * ^ 

Shareholders  who  failed  to  act  belore  2 p.  m.  on  August  16  ivere 

irrevocably  bound  to  accept  the  new  preferred;  but  those  who  elected 
to  take  C.  & O.  common  were  given  every  opportunity  to  change 
their  minds.®  Indeed,  an  office  was  established  in  New  loEv  as  a 
center  of  distribution  for  propaganda  in  favor  of  the  plan.  ihe  ex- 
penses of  this  office  were  borne,  not  by  the  Young  syndicate,  but  by 
The  Chesapeake  Corporation  and  Alleghany  Corporation. 

The  office  was  under  the  direction  of  Mr.  R.  J.  Morfa,^  who  was  not 
unacquainted  with  the  work  of  persuading  stockholders  to  do  what 
holding-company  chieftains  wanted  them  to  do.  As  far  back  as  1934, 
when  Alleghany  was  unable  to  pay  its  interest  and  had  to  be  reorgan- 
ized Mr.  Morfa  had  been  active  in  persuading  Alleghany’s  security 
holders  to  accept  a sacrifice  of  some  of  the  rights  to  lyluch  their 
securities  entitled  them.^®  This  subcommittee  investigated  the 
hio’h-pressiire  methods  used  by  Mr.  Alorfa  during  the  1934  reorganiza- 
tion.** The  chairman  commented  on  the  fact  that  the  reform  manage- 
ment of  the  holding  company  was  using  for  this  work  the  same  man 
employed  by  the  Van  Sweringens: 

The  Ch^irm.an.  It  shows  continuity  of  method  and  the  kind  of  tactics  that 
were  being  used  by  Alleghany  and  the  Van  Sweringen  group.  It  is  in  line,  let 
me  sav,  with  the  tactics  that  have  been  used  throughout,  the  cheap,  crooked 
tactics  that  have  been  used  by  the  whole  Alleghany  crowd  from  start  to  hmsh, 
it  seems  to  me.  It  is  about  time,  Mr.  Young,  it  seeins  to  me,  that  that  was 
stopped,  if  you  expect  to  have  anybody  have  any  confidence  in  your  group. 

Mr.  Young.  We  certainly  shall  look  into  the  situation,  and  if  there  is  anything 
in  Mr.  Morfa’s  record  that  is  bad,  we  will  see  that  he  is  replaced. 

The  Chairman.  We  have  just  had  one  sharp  practice  after  another  all  the  way 
along  the  line.  That  has  been  disclosed  in  the  whole  Alleghany  system  from 

beginning  to  end.’® 

Alleghany’s  machinery  of  persuasion  had  been  largely  successful  in 
the  1934  reorganization,  and  it  made  some  progress  even  in  persuad- 
ing Chesapeake  minority  stockliolders  to  accept  the  new  preferred. 
By  September  23,  1937,  just  1 month  after  the  dead  line,  ovmers  of 
8 431  shares  of  Chesapeake  who  had  already  demanded  their  C.  « O. 
stock  changed  their  mmds  and  agreed  to  accept  the  new  preferred. 

EFFECT  ON  HOLDERS  OP  ALLEGHANY  5’S  OF  1950 

Of  Alleghany  Corporation’s  three  bond  issues,  two  were  to  remain 
undisturbed  by  the  plan,  except  for  the  substitution  of  C.  & O.  com- 
mon for  The  Chesapeake  Corporation  common  in  the  collateral 
pledged  to  protect  them.*^  Holders  of  the  third  Alleghany  bond 
issue — the  5’s  of  1950 — were  offered  a choice.  They  could,  it  they 

* Of  521,745  shares  of  Chesapeake  stock  held  by  the  Chesapeal^  minority.  324,3S7,  or  aboiU  W percent  de- 
manded exchange  for  C.  & O.  common  as  of  August  16,  1937.  (Exhibit  No.  1348,  idid.,  p.  4638.) 

* Hearings,  Part  X,  pp.  4079-40S4. 

10  Idem. 

H Idem. 

12  Idem. 

» IleS’ugs,  Part  X,  pp.  4079-4084,  4097,  and  4287:  and  exhibits  thereto. 

15  Ibid.,  p.  4082. 

ifi  Exhibit  No.  1348,  ibid.,  p.  4638.  , /tt  • r.  * rxr.  ^ 

12  And  the  withdrawal  of  certain  excess  collateral.  (Hearings,  Part  pp.  4U3-4125.) 
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vvhlied,  keep  their  old  bonds,  or  they  could  excliange  their  old  $1,000 
hoi  ids  for  $200  in  cash  and  $800  in  the  same  new  preferred  which  the 
management  was  offering  to  the  Chesapeake  minority^* 

Holders  of  the  5’s  of  1950  were  not  unaccustomed  to  having  their 
rig  its  in  Alleghany  Corporation  shifted  about.  In  1934  they  had 
sul  mittcd  to  an  arrangement  whereby  their  claims  to  interest  in 
cash  for  the  years  1934-39  were  funded  by  an  issue  of  Alleghany 
pri  >r  preferred.*® 

'^die  success  of  the  plan  rested  in  considerable  part  on  persuading 
hollers  of  the  5's  of  1950  to  make  an  exchango.®''^  For,  as  has  been 
not  ed,®'  these  bonds  were  protected  by  a mortgage  indenture  providing 
tint,  whenever  the  collateral  pledged  as  protection  fell  below  150  per- 
cei  1 of  the  face  amount  of  bonds  outstanding,  no  dividends  could  be 
pai  1,  and  the  5’s  of  1950  were  in  collateral  defaidt  under  this  provision. 
If  i sufficient  proportion  of  the  holders  of  the  5’s  of  1950  would  give 
up  their  bonds,  there  would  be  enough  collateral  to  cure  the  default  on 
the  remainder  and  hence  the  way  would  be  clear  for  paying  interest  on 
the  preferred  stock. 

'I'he  management’s  proposal  contained  several  features  designed  to 
per  made  holders  of  the  5’s  of  1950  to  make  a trade.®®  First,  they  were 
offered  $200  per  $1,000  bond  in  cash.  In  the  week  ending  June  30, 
19,- 7 (the  date  chosen  by  the  holding  company  for  its  examples),  the 
5’s  of  1950  were  selling  at  a discount  of  18  percent.®^  The  company’s 
offer  aflordeel  holders  of  the  5’s  of  1950  an  opportunity  to  liciuidate 
om -fifth  of  their  holdings  witheiut  suffering  the  18  percent  loss  which 
woiilel  have  been  theirs  had  they  liquidateel  on  the  open  market. 

*Vgain,  at  the  time  of  the  reorganization  of  Alleghany  in  1934, 
hoMers  of  5’s  of  1950  gave  up  their  rights  to  cash  interest  payments 
until  October  1939.  The  new  management  assured  tlumi  that  if  they 
acc  'pted  the  new  preferred,  they  would  receive  dividends  in  cash 
imi  lediately.  The  provision  for  immediate  dividend  payments  was 
in  'act  a provision  for  double  interest  on  the.  same  investment.®® 

Int  “rest  on  the  5’s  of  1950  had  alreadv  been  settled  in  full  to  October 

% 

193  3;  the  company  now  proposed  to  pay  additional  dividends  for  the 
san  e period.®® 

r ut  there  were  also  disadvantages  to  the  e.xchange.  Holders  of  the 
5’s  of  1950  were  nowhere  explicitly  informed,  for  example,  that 
wlureas  interest  on  their  bonds  would  be  fullv  covered  wlienever 
k O.  dividends  totaled  $2.02,'®®  dividends  on  the  new  jireferred 
woi  Id  not  be  fullv  covered  uidess  C.  & O.  dividends  e.xceeded  $2.52.®* 
Agiiin,  holders  of  the  5’s  of  1950  had  a lien  on  the  collateral  ])ledged 
under  their  bond  indenture;  those  who  accepted  the  new  preferred 
and  cash  would  sacrifice  that  lien.®® 

F (hihit  No.  12nO-A,  ibid.,  pp.  i493--4494. 

10 II  ^arinps,  Part  X,  p.  407fi. 

^ E ihihit  No.  1252,  ibid.,  p.  4501. 

Si  c above,  p.  19,  and  footnote  58  thereto.  The  first  two  morti:af»e  indentures  there  cited  would  remain 
undis  urbed,  and  the  third  would  remain  in  ofTect  unless  100  percent  of  holders  of  the  5’s  of  19.W  accepted  Uie 
new  *eferred. 

22  F It  eliait  showing  what  proportion,  sec  Exhibit  No.  1252,  ibi<i.,  p.  4501. 

22  4'  le  olYer  is  summarized  in  E.xhibit  No.  12.50-A,  ibid.,  pji.  4193-4494. 

•*  ( mmercuil  & Fmaiicial  Chro:nch\  Vol.  145,  p.  73.  See  also  Hearings,  Part  X,  p.  Il2f> 

22  E diibit  No,  1279,  Hearings,  Part  X,  p.  4514  at  p.  4517.  S(h.'  also  p.  4126. 

2^  b ern. 

27  E hibit  No.  1267,  ibid.,  p.  4,=07,  also  p.  4129. 

2^K:  hibit  No.  1268,  ibid.,  p.  1508. 

2*  II  •‘arings.  Pari  X,  p.  412(«. 
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Alleghany  officials  informed  bondholders  that  the  market  \ alue  as 
of  July  6,  1937,  of  the  collateral  pledged  to  protect  the  5’s  of  1950 
amounted  to  onlv  54  percent  of  the  face  amount  of  the  bonds  out- 
standing.®® This'  was  true;  but  bondholders  were  not  mformed  of 
the  further  fact  that  excess  collateral  under  the  other  indentures  Avas 
available  to  secure  their  bonds  to  the  extent  of  98  percent  of  the  face 
amount  of  bonds  outstanding.®'  Nor  did  the  new  management  inake 
any  attempt  to  live  up  to  the  terms  of  the  indenture  by  which  Alle- 
ghany pledged  itself  to  maintain  the  collateral  behind  the  5’s  of  1950 
at  150  percent.  Mr.  Young’s  excuse  for  not  increasing  the  collateral 
protecting  these  bonds  from  60  percent  to  98  percent  was  that  he 
could  not  in  anv  case  increase  it  to  the  150  percent  required  by  the 
indenture.®®  The  reform  group  failure  or  refusal  to  collateralize  as 
fully  as  possible  the  5’s  of  1950  may  well  have  helped  persuaile  holders 
to  make  the  exchange,  since  it  h'd  them  to  hi'lieve  that  they  were 
giving  up  a lien  on  a smaller  block  of  collateral. 

EFFECT  ON  HOLDERS  OF  ALLEGHANY  PRIOR  I'REFERRED  STOCK 

The  Alleghany  Corporation  security  ranking  next  after  the  5’s  of 
1950  was  the  so-called  “cumulative  prior  preferretl  convertible”  stock. 
Only  119,833  $50  shares  of  this  stock  vyere  outstanding.®®  They  had 
been  issuetl  in  1934,  as  noted  above,  in  lieu  of  5-year  interest  pa^  ments 
on  the  5’s  of  1950.  Holders  of  this  “cumulative  prior  preferred  con- 
vertible” stock  were  offered  the  new  “cumulative  convertdile  prior 
preferred.”  ®‘‘  There  was  little  difference  in  name,  but  there  was  a 
difference  in  conversion  rights. 

The  old  prior  preferred  was  convertible  into  common  at  the  ratio 
of  1 for  10.  The  company’s  letter  explaining  tlu‘  exchange  told  prior 
preferred  stockholders  that  their  new  stock  would  also  be  convertible 
into  common  in  the  ratio  of  1 to  10.  But  the  letter  did  not  explicitly 
point  out  that,  in  spite  of  the  apparent  similarity  of  conversion  rights, 
those  rights  Avere  actually  being  cut  in  half.  For  holders  of  the  old 
preferred  (avIucIi  had  a liciuidation  claim  to  $50  of  assets)  Avcmhl  he 
exchanging  2 shares  for  1 share  of  the  ncAv  preferred  (having  a liquida- 
tion claim  of  $100  of  assets).  Thus  a holder  of  tAVO  shares  of  the  old 
])referred  Avould  be  entitled  to  convert  into  20  shares  of  common,  Avhilc 
after  the  exchange  he  could  only  convert  into  10  shares  of  common.®® 

Mr.  Young  A\-as  of  the  opinion  that  in  any  case  tlie  conversion 
rigid  Avas  “of  indeterminate  value,”  ®®  and  hence  a “minor  point.”  ®® 
Whether  major  or  minor,  the  management’s  letter  to  holders  of  this 
stock  listed  AA'hat  Avas  in  fact  a sacrifice  as  if  it  were  an  advantage.  The 
letter  stated: 

As  the  ncAV  5%  cumulative  convertible  prior  preferred  stock  of  the  consolidated 
company  avUI  be  convertible  into  ncAV  common  stock  of  the  consolitlatcd  company 
on  the  ijasis  of  10  shares  of  such  new  common  stock  for  each  share  licld,  yon  will 

JO  As  of  July  0,  1937.  As  of  May  1,  1937,  the  .A’s  of  1950  were  secured  to  the  extern  of  m [lercent . (Exhibit 

Exirss'ctdi’ale  of  HM4  and  1949  ainounied  to  about  $8,.500,0(J(i  t IleariuKS.  Part  X,  p.  4127). 

This  suiii  added  to  the  $14.543, (K)0.  already  j.ledp  d.  would  secure  the  $24.3S7,(K)0  of  S'.sof  1950  outstanding 
to  the  extent  of  9S  percent.  (Exhibit  No.  1248,  Hearings.  Part  X,  p.  4450  at  p.  44,2.) 

32  Iloarinps,  Part  X,  ]»p.  4126r-4128. 

43  E.xhibit  No.  12JS,  ibi«4-.  i).  4456  at  p.  4457.  ^ , x-/.  t-.  i 

3*  Mr.  Youiiti’$  ofiVr  to  holiUTS  of  prior  ijrrfem'd  convi  rtiblo  appears  a$  Kxhibii  No.  uhi1.,  i>p. 

4497-1498. 

35  For  discus$i(Hi.  ?eo  Hearings,  Part  X,  pp.  4138-4139. 

Ibid.,  p.  4139. 

37  Idem. 
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b(  in  a position  to  obtain  the  further  benefits  of  the  increased  values  which  are  be- 
li<  ved  possible  under  the  consolidation.^* 

Discussion  of  “further  benefits”  and  “increased  values”  resulting 
fr3m  the  right  to  convert  into  10  shares  of  common  stock  served  to 
n:  ask  the  decreased  benefits  resulting  from  sacrifice  of  the  pre-exist- 
ii  g right  to  convert  into  20  shares  of  common  stock. 


EFFECT  ON  HOLDERS  OF  ALLEGHANY  SERIES  A PREFERRED  STOCK 

Like  the  holders  of  prior  preferred,  the  holders  of  Alleghany  series  A 
p -eferred  were  offered  no  alternatives.  They  were  offered  in  exchange 
f(  r then-  old  preferred  stock  shares  of  a new  convertible  preferred 
a id  warrants  entitling  them  to  purchase  shares  of  new  common  stock.®® 

Alleghany  series  A preferred  had  been  sold  to  the  public  in  1929, 
n )t  as  speculation  but  as  an  investment.  The  Van  Sweringens  and 
tlie  bankers  who  sold  it  to  the  public  had  priced  it  at  $100  per  share, 
p us  accrued  dividends,  indicating  its  “gilt-edged”  quality.^®  The 
Slock  was  protected  by  the  60-percent  charter  limitation  described 
aiove,^^  so  that  supposedly  the  market  value  of  the  assets  under- 
lying this  stock  would  always  substantially  exceed  its  claim  to  such 
a isets. 

The  reorganization  plan  proposed  to  exact  serious  sacrifices  from 
h dders  of  this  stock.  As  has  been  noted,^®  the  plan  wiped  out  the  60- 
pjrcent  margin  limitation  so  that  thereafter  the  corporation  could 
issue  in  unlimited  quantities  bonds  and  other  evidences  of  indebted- 
n 3SS  ranking  senior  to  this  preferred. 

In  addition,  the  dividend  rate  on  the  securities  of  this  class  of  stock- 
b Dlders  was  to  be  reduced  by  9 percent.  The  old  series  A preferred 
cirried  a $5.50  dividend;  the  new  convertible  preferred  carried  only 
a $5  dividend — a sacrifice  of  claims  totaling  $333,000  per  year.*® 

Again,  the  series  A preferred  was  asked  to  sacrifice  dividend  arrear- 
a;es  totaling  more  than  $22,000,000  or  $33  per  share.  These  divi- 
dend arrearages  were  due  and  owing  to  the  holders  of  series  A pre- 
ferred. Prior  to  the  proposed  reorganization,  Alleghany  Corporation 

V as  required  to  pay  the  $22,000,000  in  full  before  it  could  pay  any 
errrent  dividend  on  the  preferred  or  any  dividend  whatever  on  the 
ommon.  If  the  plan  became  effective,  however,  this  requirement 

V ould  be  abolished.  The  $22,000,000  claim  for  back  dividends  would 
I e wiped  out,  and  the  way  opened  for  using  money  formerly  owing  to 
t le  series  A preferred  to  pay  dividends  on  the  common.** 

The  $22,000,000  dividend  arrearage  could  not,  even  if  earnings 
were  available,  be  cleared  up  until  the  default  of  the  5’s  of  1950  had 
teen  cured.  The  reorganization  plan  was  designed  to  cure  that  de- 
fiult,  but  it  proposed  "to  deprive  holders  of  the  old  preferred  of  the 
t enefit  of  that  cure.  Prior  to  the  effective  date  of  the  plan,  they  could 
rot,  by  reason  of  the  default,  receive  dividend  arrearages.  After  the 
effective  date,  they  could  not  receive  dividend  arrearages  because  of 


A preferred  appears  as  Exhibit  Np.  1250-C,  ibid.,  pp.  4495- 


Exhibit  No.  1250-D,  ibid.,  p.  4497. 

39  The  offer  to  holders  of  Allegiiany  Scries 

A.  Of* 

<o’'\lk-iihanv  Series  A preferred  was  offered  at  par  ($100)  plus  accrued  dividends  in  February  and  May, 
1 29.  by  a syndicate  headed  by  Guaranty  Co.  of  N.  X.  (Exhibit  No.  80,  Hearings,  Part  I,  p.  411  at  pp.  413- 

4 5.) 

<1  See  above,  pp.  12-14. 

« FUiihit  No  1342,  Hearinss,  Part  X,  p.  4584  at  p.  4.591.  Fifty  cents  per  .share  on  the  667,539  shares  out- 
s anding  (Exhibit  No.  1248.  ibid.,  p.  4456  at  4457)  equals  a .sacrifice  of  $333,769.50 per  year  for  the  class. 

<*  Hearings,  Part  X,  pp.  4140-4141;  also  Exhibit  No.  1342,  ibid.,  p.  4584  at  p.  4591. 
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the  plan  itself.  Nor  was  this  all.  Just  as  the  plan  abolished  the 
60-percent  margin  limitation  designed  to  protect  the  pi  eferred  stock- 
holders from  having  their  claims  undercut  or  diluted,  so  it  cui  tailed 
and  vitiated  the  cumulative  provision,  (lesigned  to  protect  them  fiom 
having  money  due  them  as  dividends  disbursed  to  the  common-stock 

holders.  . , . i j i 

The  old  series  A preferred  had  the  right  to  receive  dividends  when 

earned,  and  to  receive  a valid  claim  to  future  earnings  when  dividends 

were  not  earned. The  new  stock  which  the  inanagement  offered 

them  in  exchange  had  no  such  provision.  Dividends  were  to  be 

cumulative  only  if  earned.  The  company  might  fail  to  earn  ns  pie- 

ferred  dividends  for  many  vears;  if  thereafter  it  did  earn  its  preierred 

dividend  and  something  more,  the  something  more  would  not  go  to 

make  up  the  deficit.  It  could  go  to  the  common-stnek  holders.^  ^ 

Mr.  Iloxsey,  expert  adviser  to  the  New  lork  btock  Exchange  s 

■committee  on  stock  list,  commented  on  the  dangers  of  this  provision; 

It  would  be,  however,  highly  objectionable  to  list  the  stock  of  a hefiding  company 
with  any  such  provisions.  This  company  is  practically  wholly  dependent  I orj 
its  earnings  upon  dividends  from  C.  & O.  Its  common  stock  will  iiave  an  effective 
control  of  C.  & O.  and,  within  the  limits  of  its  available  funds,  can  cai^e  it  to 
raise  or  lower  dividends  at  will.  It  is  conceivable,  theoretically,  that  « G 
might  earn  exactly  enough  to  pay  $5  dividend  upon  this  stock  every  year  but  that 
it  might  be  caused  to  pay  dividends  only  every  other  year, 
ghany  common  would  receive  the  benefit  of  half  the  dividends  paid.  ^ hile  nothi  g 
so  raw  as  this  is  to  be  e.xpected  under  any  management,  yet  it  is  quite  withui  the 
bounds  of  possibility  that  in  course  of  time  there  might  be  a management  that 
approximated  this  course.  I know  of  no  company  that  is  comparable  to  this  t 
has  such  a provision  in  its  charter  and  it  seems  to  me  a dangerous  precedent  J,o 
list  any  of  the  securities  of  a financial  company  having  such  a provision. 

As  has  been  noted,*®  Mr.  Young  indignantly  denied  that  the  divi- 
dend policy  of  the  Chesapeake  & Ohio  would  be  controlled  tor  the 
benefit  of  the  holding  company.  Yet  this  plan  renioved  the  one  safe- 
guard against  an  even  greater  evil — control  of  the  Chesapeake  & 
dividend  policy  for  the  benefit  of  the  common-stock  holders  of  the 
holding  company,  at  the  expense  of  both  the  C.  & O.  stockholders 
and  the  holding  company  preferred-stock  holders.  , , i 

Emasculation  of  the  cumulative  provision  of  this  preferred  stock 
insured  that  there  need  never  again  be  an  accumulation  of  arrearages. 
But  it  did  not  insure  this  desirable  result  by  providing  a capital 
structure  wliich  would  make  regular  payments  possible.  Instead,  it 
proposed  to  prevent  future  accurnulations  of  unpaid  dividends  by 

providing  that  they  need  not  be  paid.  ■ • e n 

It  was  chiefly  because  of  the  emasculation  of  this  provision  for  the 

protection  of  preferred-stockholders  that  Mr.  Hoxsey  considered  tliat 
the  stock  which  the  reformers  who  took  over  control  of  the  Alleghany 
system  chose  to  call  “convertible  preferred”  was  misnamed  and 
misbranded.  “Every  precedent  for  years  of  the  Exchange  , according 
to  Mr.  Iloxsey,  “is  against  listing  such  a stock  iimlcr  any  nanic  higher 
than  doss  A common”;  and  he  added  that  in  the  case  of  holding  com- 
panies it  would  be  “highly  objectionable”  to  list  sucli  a stock  under 
any  name  whatever.*®  XIr.  Hoxsey’s  assistant,  Mr.  Haskell,  also 

<»  For  the  full  cumulative  provision  of  the  Scries  A preferred  see  Exhibit  No.  83,  Hearings,  Part  I, 

‘’■‘fF^o'^r^he  emS^  cumulative  provision  of  the  new  preferred,  see  Exhibit  No.  1249,  Hearings,  Fart 

X,  p.  4476  at  pp.  44S0-4481. 

47  Exhibit  No.  1279,  ibid.,  p.  4514  at  p.  451S. 

48Se.eabove,  p.  4.  , ^ 

49  Exhibit  No.  1279,  Hearings,  Part  X,  p.  4514  at  p.  4518. 
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inj  ormcd  the  committee  on  stock  list  that  the  stock  “appears  distinctly 
ov  n-namcd  on  the  basis  of  its  rights,  preferences,  privileges,  etc.”  “ 

^ further  sacrifice  was  to  be  foisted  upon  holders  of  the  series  A 
prcierred.  Their  original  stock  had  a redemption  price  of  $105  per 
sh  ire  plus  accumulated  dividends,  or  a total  of  $138  as  of  the  time 
of  the  plan.  Under  the  plan,  their  new  stock  would  have  a redemption 
pr  ce  of  only  $100  per  share  plus  accumulated  dividends,®^  and,  as 
has  been  noted,  the  provision  governing  future  dividend  accumulations 
ws  s emasculated. 

\gain,  holders  of  series  A preferred  had  the  right  as  a class  to  elect 
tw  0 directors  in  the  event  of  certain  specified  defaults.®^  instead  of 
th  s right,  the  plan  proposed  to  give  them  the  right  to  vote  share  for 
sh  ire  with  other  stockholders  — to  cast  667,530  votes  out  of  a total  of 
5,<‘ 84,943.®®  Under  the  new  set-up,  the  holders  of  the  old  series  A 
prderred  would  not  even  be  assured  one  representative  on  the  board 
of  lirectors;  they  would  be  effectively  blanketed  bj"  the  4,440,647  votes 
all3tted  to  the  essentially  valueless  common  stock.®® 

In  return  for  their  sixfold  sacrifice,  the  holders  of  the  series  A pre- 
fei  red  were  to  receive  some  alleged  advantages.  They  would  receive 
wi  rrants  entitling  them  to  buy  two  shares  of  common  stock  at  $5  per 
sh  ire  at  any  time  during  the  ensuing  6 years.®^  But  the  common  stock 
would  in  the  beginning  have  an  asset  value  of  minus  $8.36  per  share.®® 
T!  le  chances  of  this  deficit  asset  position  being  wiped  out  and  a positive 
value  of  more  than  $5  per  share  being  attained  within  6 years  w’ere 
re  note  indeed ; yet  only  under  such  conditions  could  the  warrants 
of]  ered  the  old  series  A preferred  take  on  any  real  value.  The  w^arrants 
m gilt  w^ell  kick  around  the  stock  market  during  their  6-year  life  with 
a Speculative  value  of  a few  cents  or  more,  inducing  purchases  and 
sa  es,  masquerading  as  a security  or  quasi  security,  offering  a specula- 
ti(  n in  something  which  did  not  exist,  and  affecting  the  control  of  the 
vast  Alleghany  system.  But,  at  least  until  C.  & O.  common  reached 
$7  6.86  per  share,®®  the  stock  which  the  warrants  would  entitle  their 
lu  filers  to  buy  at  $5  per  share  w'oufil  never  have  a claim  to  assets  worth 
$f  per  share  in  the  market. 

The  management’s  proposal  also  conferred  on  the  new  stock  offered 
to  holders  of  the  series  A preferred  the  supposed  benefit  of  a right  to 
convert  each  share  into  ten  shares  of  the  new^  common.®®  Since  the 
se ’ies  A preferred  had  a par  value  of  $100  per  share,  this  right  was 
esientially  a right  to  get  common  stock  at  $10  per  share.®^  Mr. 
Young  knew'  how  slim  wnvs  this  supposed  benefit  thus  conferred  on  the 


Exhibit  No.  1280.  ibi.l.,  )>.  4.519  at  p.  4.520.  .......  , • , t 'jo  iq-jt 

Exhibit  Xo.  83,  Uoarine.s,  Part  I,  p.  387  at  p.  390.  Unpaid  dividend  aceuuiulanons  a?  of  June  30, 1937, 
lied  $.33.00  per  share.  (Exhibit  Xo.  1249,  Hearings,  Part  10.  p.  1470.  at  p.  4491.) 

Exhibit  No.  1249,  Hearings,  Part  X,  p.  4476  at  p.  4481. 

Exhibit  Xo.  387,  Hearings,  Part  I,  p.  387  at  p.  391. 

E.xhibit  Xo.  1249,  Hearings.  Part  X,  p.  4470  at  p.  4482. 

Exhibit  Xo.  1205,  ibid.,  p.  4500. 

Idem. 

Exhibit  Xo.  1250-0,  ibid.,  p.  4495  at  p.  4496.  . , i 

\ $37,149,040.33  deficit  oil  4.440,647  shares  (assuming  100%  conversion  of  Chesapeake  common  into  tne 
preferrecib  Exhibit  Xo.  1277.  Hearings.  Part  X.  p.  4513.  , , .r. 

Assuming  that  other  assets  of  the  reorganized  coinjiaiiy  remain  stable  and  lUat  the  (.  hesapeake  minoniy 
act  the  new  prior  iireferred.  The  figure  is  reached  as  follows:  The  new  common  bepns  to 
an  i-quitv  when  C.  & 0.  common  reaches  (Exhibit  Xo.  1277,  ibid.,  p.  4513)  Iheroaiter,  every  .$1.00 

rx‘i  *^hare‘rise  in  C.  & O.  means  a $2,718,S35  rise  in  equity  value  of  4.440, tH7  shares,  or  $0.61  iier  share.  (Idem.) 
Hf  ice  when  C.  & O.  common  rises  $8.20  ($5.00  divided  by  $0.61)  above  $0S.66,  i.  e.,  to  $*6.86,  the  new 
eoi  iinon  will  have  an  asset  value  of  $'>.00.  If  other  Alleghany  assets  rose  m value  with  C.  & O.  stock,  the 
eoi  version  point  might  bo  reached  sooner,  but  if  part  of  the  ChesatieaKC  miiionly  refused  to  take  the  new 
pr  ferred.  the  conviTsion  point  might  be  reached  later. 

* Exhibit  Xo.  12.50-C,  Hearings,  Part  X,  p.  4495  at  p.  4496. 

« Idem. 
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series  A preferred-stock  holders.  He  himself  testified  that 
[common]  stock  conceivably  can  hardly  ever  sell  above  7fi  [dollars 

per  share].”  ®^  , , , i ..  .1 

A few  real  benefits,  however,  would  accrue  under  the  plan  to  the 

series  A preferred.  Curing  the  default  of  the  5’s  of  1950  would  deal 
the  way  (for  a time  at  least)  for  the  payment  of  dividends  if  earned. 
Some  of  the  debt  formerly  superior  to  it  would  be  converted  into  stock 
(albeit  a stock  still  senior  to  the  holdings  ottered  the  series  2!  pre- 
ferred).®® i\nd  Alleghany  w'ouhl  have  in  its  possession  the  additional 
assets  resulting  from  exchange  of  Chesapeake  minority  stock  for  new' 
2\llef^hany  stock  (although  there  was  no  assurance  that  these  new 
assets  might  not  again  be  pledged  to  some  other  class  of  investors) 
However,  such  benefits,  even  had  they  been  multiplied  manytold, 
could  not  have  made  the  plan  equitable.  For  the  benefits  would 
come  to  the  series  A preferred  by  reason  of  sacrifices  siittered  by 
Alleghany  bondholders  and  the  Chesapeake  minority.  The  sa^riiices 
required  of  the  series  A preferred,  how'ever,  w'ould  not  flow  back  to 
these  groups.  They  would  flow*  on  to  the  holders  of  common  stock, 
chief  of  wdioiii  were  Mr.  Young  and  his  associates. 

Mr.  Young  himself  w'as  more  than  wdlling  to  admit  that  tlie  senes 

A preferred  w'as  getting  less  than  it  w'as  entitled  to. 

The  Cn.uKMAN.  These  holder.s  of  $66,000,000  of  preferred  stock  and  $22,000,000 
of  back  interest 

Mr.  Young  (interposing).  They  are  making  a sacnjice^^ 

Mr.  Hoxsev,  the  stock  exchange  expert,  went  further.  It  was 
they,  he  said,  who  w'ould  “pay  the  bill.”  ®^  He  declaied.  The 
security  that  hears  all  of  the  sacrifices  is  the  senes  A cumulative 
preferred.”  ®®  ^Vnd  he  added:  “If  the  future  is  reasonably  prosperous 
the  [series  A preferred]  stockholders  w'ill  * * * ily. 

A Baltimore  court  similaiiy  held  that  “the  series  A stock  is  asked 
to  make  sacrifices  which  are  too  severe  for  a court  of  equiri  to 
countenance  in  the  case  of  a nonvoting  stock  * * * - and  that 

these  severe  sacrifices  w'ere  a means  of  “affording  the  consolidated 
corporations’s  common  a new  and  undeserved  asset  value.”  “ 

DEPRIVING  THE  SERIES  A PREFERRED  OF  ITS  VOTE 

It  w as  necessary,  of  course,  for  the  holding  company  s officials  to 
o-et  a])proval  of  their  plan  from  the  common-stock  holders,  who  would 
benefit.  But  they  did  not  seek  the  approval  of  the  series  A ])referro(l, 
who  w'oiild  in  Vir.  Young’s  owm  words,  be  “making  a sacrifice. 
The  management  proposed  to  force  this  sacrifice  upon  them  without 

giving  them  any  right  to  vote. 

Mr  Young  testified  that  he  w'oiild  like  to  permit  them  to  vote  on 
the  plan,  but  that  he  liad  neither  the  legal  nor  the  moral  right  to 

»3  Thc"ncw’ mmu^bve  convertible  prior  preferred  would  '9 

just  as  the  old  o’s  of  1950  were  senior  to  the  old  senes  A preferred.  (Exhibit  No.  U48.  ibid.,  p.  4450  at  pp. 

4470-4471  aii(l  p.  4474.) 

M For  discussion  of  this  point,  see  above,  p.  24. 
fls  See  below,  pp.  38-40. 

66  Hearing's.  Part  X,  p.  4070.  [Italics  supplied.] 

67  Exhibit  No.  1279,  Hearings,  Part  X,  p.  4514  at  p.  4ol7. 

6^  Idem. 

69  Idem. 

70  Exhibit  No.  1342,  ibid.,  p.  45S4  at  p.  4591. 

71  Idem. 
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giv ) them  such  an  opportunity.  Mr.  Young’s  own  attorney,^  how- 
ever, declared  that  Mr.  Young  could  have  given  them  a voice  m the 
ma  ter. 

IV  r.  Kaplan.  In  the  opinion  of  your  counsel,  the  accumulation  of  dividends 
of  S 22,000,000  on  the  preferred  stock  can  be  wiped  out  in  consolidation  without 
a v(  te’of  the  preferred  stockholders? 

]V;r.  Young.  That  is  correct.  , , , ^ x, 

IN  ir.  Kaplan.  Whatever  may  be  the  balance  of  the  plan,  whatever  way  the 
advintage  mav  weigh,  the  preferred  stockholders,  if  the  plan  is  consummated, 
wiU  be  compelled  to  wipe  out  this  $22,000,000  without  being  given  a vote.^ 

I^ir.  Young.  Through  no  fault  of  our  own.  We  would  much  prefer  that  they 

havi  the  right  to  vote.  . ....  to 

Mr.  Kaplan.  You  do  not  feel  that  you  can  give  them  the  right  to  vote.-” 

J Ir  Young  We  can  not.  We  would  like  very  much  to  give  it  to  them;  but  that 
waf  written  into  the  contract  back  in  1929,  and  it  cannot  be  changed.  We  have  not 

eith  '.r  the  moral  or  the  legal  right  to  change  it.  , , ■ tu 

J Ir.  Kaplan.  If  counsel  could  devise  a way  whereby  you  could  give  the  pre- 

feri  3d  stockholders  a vote,  you  would  gladly  do  so?  . . t ti,  tv, 

I Ir.  Young.  That  is  right.  I wish  to  give  them  a vote  in  justice  to  the  other 

Dec  pie  who  hold  contracts  from  this  same  company. 

******* 

Hr.  Kaplan.  Have  you  been  so  advised  by  counsel  lhat  you  could  not  legally 

giv  ! the  preferred  stockholders  the  right  to  vote?  . t f it 

I Ir  Young  We  have  never  even  discussed  it,  because  they  felt  and  I relt,_  as  a 
vei  Y substantial  holder  of  this  preferred  stock,  that  the  (piestion  was  academic. 
******* 

]/Ir.  Kaplan.  You  did  testify  that  you  would  be  delighted  to  give  the  preferred 
sto  ikholder  a vote  if  there  were  any  legal  method  of  doing  so  without  impairing 
the  rights  of  other  security  holders? 

Hr.  Young.  That  is  right.  , , , ... 

' 'he  Chairman.  You  are  disposing  of  about  $88,000,000  worth  of  these  rights 

thi  t belong  to  them,  without  giving  them  a chance  to  vote,  are  you  not?  1 here  is 
$2:  ,000,000  of  interest  and  $66,000,000  of  principal. 

;4r.  Young.  That  is  right.  , „ , _ ,,  , , 

Hr.  Kaplan.  Your  counsel,  Mr.  [Glover]  Johnson,  [of  the  New  Aork  law  firm, 

Wi  ite  & Ca.se],  is  here,  and  I will  ask  him  this  question  ^ ,. 

s it  your  opinion,  Mr.  Johnson,  that  the  prefpred  stockholders  cannot  be 
gi\en  the  right  to  vote  in  this  situation  without  impairing  the  rights  of  other 

idr*  Johnston.  We  have  not  discussed  nor  considered  it.  I shouW  judge  it 
wculd  be  quite  possible,  by  a stockholders’  meeting  amending  the  charter,  to 

KapLvn.^You  do  not  think  it  would  be  possible  without  a charter  amend- 
m€ 

Vir.  Johnson.  Yes.  I think  the  roll  could  be  called  voluntarily.’’^ 

Yet  the  holding-company  management  did  not  propose  to  call  the 
ro  1 voluntarily,  to  amend  the  charter,  or  to  give  the  series  A preferred 

a mice  in  anv  other  way.  . .v 

Indeed  it  was  by  deliberate  choice  of  the  reorganizers  that  the 

se  -ies  A preferred  were  to  be  deprived  of  a vote.  The  operation  which 
tbe  plan  proposed  to  perform  was  basically,  as  Mr.  Young  himself 
te  hified,  a reorganization.^®  If  it  had  been  presented  to  security 
h(  Iders  as  a reorganization,  however,  the  series  A preferred  would  have 
been  entitled  to  vote.^^  By  presenting  what  was  basically  a reorgani- 
zation as  if  it  were  a merger  of  Alleghany  Corporation  with  ihe 
Chesapeake  Corporation,  the  Young  syndicate,  in  addition  to  reaping 
ot  [ler  advantages,  effectively  deprived  the  series  A preferred  ol  their 
rij  :ht  to  vote.  As  Mr.  Hoxsey,  tlie  New  York  Stock  Exchange  expert, 

pi  t it: 


”• ' Hearings,  Part  X,  pp.  4008-4069.  fltalics  supplied.] 

’ See  a!>ovc,p.  8.  and  footnote  59  thereto. 

I Exhibit  No.  1279,  Hearings,  Part  X,  p.  4514  at  p.  4510,  also  p.  451/ . 
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The  elimination  of  The_  Chesapeake  ofa^vHe,^!^  wHch 

rfwo“d  ll  Seed  d Vere?  taken  as  a reclaseificatlon  instead  ot  as  a 

The  nlnn  thus  obvintea  tlie  necessity  of  approval  by  the  hoUers  of 
*60  000  MO  of  series  A preferrea  stock  and  $22,000,000  ot  claims  tor 

-ihUdeiids.,  TiA  were  deprived  of  therr  right  to  vot 

leSiaTinvesUi.ent  in  the  co.itrolling  block  ot  Alleghany  Corporation 
common  stock  totaled  less  than  $l.o5,000. 

SUBSTITUTE  RIGHT  TO  AN  APPRAISAL 

Bv  nresenting  what  was  basically  a reorganization  as  if  it  "'ere  a 
merge?  it  was  possible  to  deprive  the  series  A preferred  of  a vote  o 
his  nlan.  But  it  was  not  possible  to  deprive  them  of  the  ii,,ht  to 
have  their  stock  appraised  under  the  jurisdiction  of  a cour  , an  o 
receive  in  cash  from  Alleghany  Corporation  the  P^e 
appraisal,  for  this  right  was  guaranteed  them  bv  tlie  lavs  of  Marj 
land  under  which  the  holding  company  was  mcorpoi  ated. 

Blit  while  the  managerial  group  could  not  arrange 

m-eferred  of  their  right  to  an  appraisal,  it  could  and  did  so  ‘^^rang® 

matters  that  a minimum  number  of  them  would  exercise  that  iig  i - 
Under  the  plan,  if  these  stockholders  did  nothing,  they  vyould  lose 
thdi  ri'ht  to  an  appraisal.  Just  as  the  Chesapeake  mniority  had  to 
take  nrompt  and  positive  action  in  order  to  get  its  Ih  shares  oi  C.  & O. 
conmmr^^^^^  the  holders  of  Alleghany  series  A preferred  had  to  take 
nrompt  and  positive  action  in  order  to  secure  the  right  of  an  appiaisal. 

^ The  literature  sent  to  holders  of  this  stock  mentioned  the  rigM 

appraisal,  but  mentioned  it  briefly,  without  ''""The  ^om- 

enumeration  of  the  steps  necessarj^  to  secure  an  appiaisal.  ihe  co 

pany’s  letter  said: 

* * * Under  the  laws  of  the  State  of  Maryland  f ^^{'ock  of 

“‘KeS  Vtl  to  avail  themaolves  of  tho  appvaisal 

statutes  of  the  State  of  Maryland.’^ 

This  letter  told  each  class  A preferred-stock  holder  that  he  vvas 
entitled  to  register  a protest.  The  letter  did  not  give  a stockholder 
the  vital  information  that  if  he./ai/ed  to  register  such  a PJ®^> 
would  lose  his  right  to  an  appraisal  and  would  be  forced  to  accept  t 
“sacrifice”  which  the  reorganizers  had  designed  lor  him. 

Nor  did  the  company’s  letter  inform  him  of  the  other  provisions^ of 
the  Maryland  appraisal  statute;  for  example,  that  even  if  he  regis 

tered  protest  at  the  meeting,  he  would  have  to  make  a 

for  the  payment  of  his  stock,”  and  that  he  would  have  to  make  this 

written  ?iJmand  “within  twenty  days  after  the  agreement  of  con- 

76  Ibid.,  at  p.  4516. 

mtil  menSTwl  rTghr'(EUiibit 


38 


KAlLliOADS  AND  H0I.I>1N<;  COMPANIES 


soli  lution  * * * lias  been  received  for  record  by  the  State  Tax 
Commission  (but  not  afterwards)  * * The  letter  did  not 

inf(  rm  the  stockholder  that,  if  the  corporation  did  not  iiroinptly 
ma  ce  an  offer  for  his  stock  which  he  considered  fair,  he  would  have  to 
“af  ply  by  petition  to  any  court  of  equity  having  jurisdiction  over  said 
cor  joration  * ■*  * for  the  appointment  of  three  disinterested 

commissioners  to  appraise  the  fair  value  of  his  stock”;  nor  did  the 
letler  explain  that  unless  he  filed  this  petition  with  a court  of  equity 
“w  tliin  thirty  days  after  such  written  demand,”  he  would  again  lose 
bis  right  to  an  appraisal. 

!:  iippose  that  a stockholder  discovered  in  one  way  or  another  that, 
ins  ead  of  merely  being  “entitled”  to  file  a protest,  he  was  required  to 
file  one,  under  penalty  of  losing  his  appraisal  right  altogether;  suppose 
fur  her  that  he  discovered  that  he  was  required  to  make  written  de- 
niaad  for  payment,  and  to  make  it  within  20  days  of  the  filing  of  the 
pa]»ers,  and  in  addition  to  make  written  petition  to  a court  of  equity 
witliin  30  days  thereafter;  and  su])pose  finally  that  he  was  able  and 
wil  ing  to  run  the  risk  of  an  appraisal  and  to  face  the  delay  and  cost 
incident  to  an  appraisal.  Plven  then  the  stoclvholder  would  not  be 
peimitted  to  keep  what  he  had  bought.  He  would  get  the  “right”  to 
be  frozen  out  altogether.**’ 


KFFECT  ON  HOLDKKS  OF  AI.LEGHANV  COMMON 

' 'he  chief  investment  of  Mr.  Young  and  his  associates  was  not  in 
Clmsapeake  stock  or  in  Alleghany  bonds  or  preferred  stocks,  but  in 
Alleghany  common.*’  This  was  the  class  which,  under  their  plan, 
wo  aid  reap  most  if  not  all  of  the  benefits  result  ing  from  sacrifices  by 
otl  er  classes  of  holders. 

.i.  Baltimore  court,  as  has  been  noted,  liad  pointed  out  the  fact  that 
All  eghany  common  liad  “no  asset,  only  a strategic  value.”  *“  No  divi- 
dend liad  ever  been  paid  on  this  stock.  It  had  no  claim  to  assets; 
im  eed  it  had  a deficit  asset  position  of  $18.55  per  share,  for  securities 
sei  ior  to  the  common  had  claims  amounting  to  $82,383,001.29  more 
til!  n the  market  value  of  tlie  assets  available  to  satisfy  such  senior 
chillis.®* 

vlr.  Hoxsey.  the  expert  of  the  New  York  Stock  Exchange,  took 
cognizance  of  the  essential  worthlessness  of  this  stock.  He  said; 

* * * It  would  seem  that  any  plan,  to  he  really  fair,  must  wipe  out  the  pres- 

enl  common  entirely,  giving  to  it  merely  rights  to  subscribe  at  a low  price  to  a 
nei issue  * * 

To  a casual  observer,  the  rights  and  priorities  of  the  common  stock 
w’c  uld  seem  to  be  affected  hardly  at  all  by  tlie  plan.  On  the  sur- 
fa(  e,  all  that  the  plan  proposed  Avas  a share-for-share  exchange  of 
ok  common  for  new  common.**  But,  in  fact,  as  a result  of  sacrifices 

The  Chairman.  • * * It  is  a freeze-out.  * * * Here  is  a small  stockholder  who  has  a hundred 

es  of  preferred  stock.  The  effect  of  it  is  that  he  is  frozen  out  or  has  to  go  along.  You  cannot  put  it  on 
an>  other  basis.  He  has  a right  to  an  appraisal,  but  the  practical  effect  of  it  is  that  he  has  nothing.  He  goes 
aloi  g or  is  frozen  out.  (Hearings,  Part  X,  p 4070.)  . 

SI  The  syndicate  controlled  $427,000  of  bonds  out  of  $77,791,000;  4,358  shares  of  cumulative  prior  preferred 
out  af  109,242;  14,4C0  shares  of  Series  “A”  preferred  cut  of  667,539;  but  it  controlled  1,933,809  shares  cf  common 
out  of  4.440,647.  (Exhibit  No.  1265,  Hearings,  Part  X,  p.  4500.)  The  S.  E.  C.  Repori  show s \ oung-Kolbe 
Ki]  by  holdings  of  Series  “A”  preferred  as  45,195  shares  out  of  667,539.  (S.  E.  C.  Report  p.  377,  footnote03 

the:  eto.)  . ^ 

S3  Exhibit  No.  1342,  Hearings,  Part  X,  p.  4584  at  p.  4o9l. 

« Exhibit  No.  1276,  ibid.,  p.  4512  at  p.  4513. 

^ Exhibit  No.  1279,  ibid.,  p.  4514  at  p.  4518. 

w Exhibit  No.  1250-E,  p.  4498  at  p.  4499. 
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imposed  Uiion  classes  of  investors  senior  to  the  common,  this  stock 
was  to  be  favored  with  a whole  series  ol  benetits. 

First,  the  deficit  asset  position  of  $18.55  per  share  prior  to 
ization  would  be  reduced  to  a deficit  asset  position  of  $8.30  per  shaie. 

To  this  extent  at  least,  Alleghany  cominon  Avould,  as  a lesult  ol  the 

nliiii  coiiiB  HBtirBr  to  on  ft  rcftl  vftluB.  ^ ^ 

Amiin,  the  oiiportunitv  for  the  common  to  beneht  Iroin  an  increase 

in  the  market  value  of  C.  & O.  stock  was  greatly  enhanced. 
that  other  assets  remained  constant,  C.  & O.  stock  would  ha\e  to 
reach  $83.30  per  share  before  Alleghany  common  would  ha\e  an 
asset  value  under  the  old  set-up.  If  the  plan  became  fully  eflec- 
tive  C & O stock  would  have  to  reach  only  $(i8.()6  per  sliaie  to 
give’ asset  vidue  to  Alleghany  common.*^  The  previous  >;ear  ^ 
stock  had  sold  for  $77.75  per  share;  never  higher.**  As  Mi.  Iloxsey 

put  the  situation: 

* * * It  mav  be  many  years,  if  ever,  before  aiesapeake  & 

reaches  $83.30  but  $68.50  * * * is  within  bounds  of  easj  probability. 

* :*!  89 

Thirdly,  the  common  stock  would  be  placed  much  closer  to  earnings 
as  a result  of  (he  plan.  Before  reorganization,  C . & O.  dnudends 
would  have  to  exceed  $4.01  per  share  before  the  coiiimon  couki  par 
ticipate.®*’  Under  the  plan,  the  common  vvould  get  all  the  I’t^namdei 
whenever  C.  & O.  dividends  exceeded  $3.03  per  bhaie.  A H 
r & O.  dividend  would  earn  nothing  for  the  common  under  tlie 
old  set-up;  but  Avoiild  cam  more  than  $1,000,000  for  the  common 

under  the  proposed  new  set-up.®*  . . , 

Fourthly,  the  common  stock  would  benefit  from  the  wiping  out  of 
the  default  on  the  5’s  of  1 950.  So  long  as  these  bonds  Avere  m default, 
no  dividends  could  be  paid  on  any  Alleghany  stock.®*  By  eliminating 
the  default,  the  plan  removed  one  barrier  to  the  payment  ol  diA  idends 

on  the  common  stock.  . f u a. 

Fifthly  the  common  would  benefit  from  the  conyersion  of  bonds 

into  preierred  stock.  Those  who  chose  to  conyert  AA-ould  still  have 

securities  ranking  senior  to  the  common,  but  they  would  not  have  the 

right  to  throAV  the  company  into  bankruptcy  m case  ol  delault  anU 

hence  deprive  the  common  of  control. 

Sixthly,  the  common  Avould  benefit  from  the  emasculation  of  the 
cumulative  provision  protecting  the  serie^  A preferred.  I nder  tlie 
old  set-up  no  dividend  could  be  paid  on  the  connnon  until  dividends 
of  previous  years  had  been  paid  to  the  series  A preferred.  Imder 
the  plan,  the  common  stock  could  receive  dividends  m spite  ol  the 

slttLfhTSorUlivislou  of  shares  O. 

.trek  a?  whiJJh^tho  net!  asset  value  as  $08.56.  The  subemmnittcc's  calculation- 

$68  66 — vyill  be  found  in  Exhibit  No.  1277,  ibid.,  p.  4513. 

Y oung  suggested  (p.  41-9).  the  exhibit^  w'ould  show  that  prior  to  reorganization 

fhe?ommi!rstorc"uW  C.'  & o!  common  per  share,  whereas  the  new  com. 

83  See  above,  p.  19. 

See  above,  p.  33. 
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fact  hat  the  preferred  had  been  deprived  of  dividends  for  any  num- 
ber c f vears  in  the  past. 

Se;renthly,  and  most  strikingly,  the  common  stock  woiiid  benefat 
from  the  wiping  out  of  $22,000,000  of  claims  for  unpaid  dividends  by 
serie  > A preferred  stockholders.  The  series  A preferred  had  a right 
to  fill  payment  of  this  $22,000,000  before  a penny  could  be  paid  on 
the  ionimon.^'^  The  wiping  out  of  this  right  meant  that  the  nist 
$22,(100,000  of  dividends  paid  to  the  common  would  be  paid  with 
monsy  previously  due  the  series  A preferred. 

C early  Mr.  Hoxsey  was  not  far  wrong  when  he  stated: 

* * * The  plan  thus  appears  to  be,  in  its  major  aspects,  a device  to  impart 

valu(  to  the  common  stock  by  taking  it  from  senior  securities.  * * * os 


SUPPOSED  SACRIFICES  OF  COMMON  STOCKHOLDERS 


Ir  testimony  before  this  subcommittee,  Mr.  Young  sought  to 
justfy  the  many  benefits  accruing  to  his  common  stock  under  the 
plau,"on  the  grounds  that  common  stockholders  were  also  making 

sacr  fices. 


M ••  Young.  I should  say  that  the  common  stock  is  giving  up  most  of  all.  * * * ” 

T aese  supposed  sacrifices  would  be  in  the  form  of  conversion  rights 
and  stock-purchase  warrants  granted  to  other  classes  of  security 
hole  ers  To  the  extent  that  these  rights  to  convert  other  securities 
into  common  stock  on  a $10-per-share  basis  and  rights  to  purchase 
common  stock  at  $5  per  share  were  exercised,  the  equity  ol  the 
corr  oration  would  be  divided  among  more  shares,  and  hence  the 
clai  ns  of  the  original  shareholders  would  be  to  that  extent  diluted. 

A r.  Young  made  much  of  the  benefits  of  these  conversion  privileges 
and  purchase  warrants  to  other  security  holders  and  the  burden  they 
plac  ed  upon  the  common-stock  holders.  He  talked  at  one  tune  about 
“sp  iculative  possibilities  through  these  conversion  features  which  the 
con  mon  has  given  them  to  get  them  to  come  in;”  and  he  insisted 
tha  the  Chesapeake  minority  would  lose  out  only  “to  the  extent 
tha  it  is  not  offset  by  the  conversion  features  which  have  been 
offe  -ed.”®®  He  declared: 

* ■ * That  is  the  point  I have  been  trying  to  stress  here — tlmt  through 

givi:  ig  all  these  conversion  privileges  the  common  stock  of  Alleghany  Corporation 
is  v(  ry  materially  affected  in  its  whole  position.* 

Mr.  Young’s  repeated  insistence  that  the  conversion  privileges  and 
purdiase  warrants  represented  a sacrifice  for  the  common  stock  and 
a b mefit  for  other  classes  must,  however,  be  read  in  the  light  ot  the 

foil  )wing  considerations.  , , ^ 

1 Conversion  on  a $10-per-share  basis  would  not  affect  the  com- 

mo  1 stock  until  it  reached  approximately  that  price,  if  then.  Mr. 
Young’s  stock,  which  prior  to  reorganization  had  a deficit  asset  posi- 
tioi  ol  $18.55  per  share,  could  undergo  a terrific  appreciation  beloiT 
it  leached  a point  where  the  conversion  rights  would  be  exercised. 
Th  ! common  stock  could  increase  in  market  price  from  $2.62%  to 
$1C  per  share  before  any  “sacrifice”  became  effective. 


1 ee  above,  p.  32. 

« Ixhibit  No.  1279,  ibid.,  p.  4514  at  p.  4518. 

? learings,  Part  X,  p.  4139. 

. bid.,  p.  4134. 

•6  dera. 

la  ■'he  ’New  York  Stock  Exchange  high  on  June  30, 1937. 

p.  6^  ) 
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2 Mr  Youns;  himself  testified  that  the  new  common  “couceivably 

rights.  He  described  them  as  a^“nimor  point,  and  said  that  they 
were  “of  indeterminate  value.”  Mr  Young- 

tes^lifier  ■“  securij 

“ ^gift's*.*™;  iL^lan  ISt  unc“l  or  aU'uJy  dirnished^ 

Holders  of  the  old  prior  preferred  would  have 

77)  half  bv  the  reorganization  plan.^  Ihe  series  A 
the  Chesapeie  minority  would  be  given  new  conversion  rights  under 
the  pl^?  buttr  latter  would  bring  in  new  assets  in  which  the 

'“stSly'Sre  the  subcommittee,.  Mr  Young,  insisted  that 
o,':der  the  pd  the^^^^^^^ 

thfpiain  fact  tCt  even  without  the  plan,  the  common  stock  was  subject 

er.  tbp  nossibilitv  of  wide  conversion  privileges.  

So  far  as  the  warrants  to  purchase  new  common  stock  at  $D  pe 

share  L conceniXSmilarc^^^^^  hold  true.  ,Unt.l  such 

i'Srl  ■ Mr%o^"Sr1:mm" 

To  sum  up • Neither  the  conversion  rights  nor  the  purchase  w arrant 
would  exact  any  real  sacrifice  from  the  common  until  long  after  i1 
CAegurto  re  Ip  the  benefits  of  the  plan;  they  were  of  dubious  value 
iu  auv  foreseeable  future;  and  in  any  case  they  vTre  in  laige  part  not 
new  ^orifices  by  the  common  for  other  classes,  but  smaply  continua- 
tions or  diminutions  of  rights  already  possessed  by  other  classe  . 

i Hearings,  Part  X,  p.  4073. 

» Ibid.,  p.  4139. 

4 Idem.  See  above,  p.  31. 

: ¥h?  ;&t  All.,h.nr  V.  .1 1.10  l.t.  —n  io  t«  r.ll.  «t  .10  p.r  star.  w„  gr.ntrf 

as  part  of  tbe  1935  reorganization. 

7Seeabove,  p.  31. 
i See  above,  pp.  27^  34. 

$6®ro  ie’r^sbarc,-whlcb  would  be  added  to  the  stock's  equity. 


IV.  MODES  OF  PRESENTATION  OF  THE  PLAN 


NONDISCLOSURE  OF  RELEVANT  FACTS  TO  SECURir\  HOLDERS 

No  such  analysis  of  the  1937  plan  lor  the  reorganization  of  Alleghan> 
as  that  contained  in  this  report  was  sent  to  security  holders  Instead 
they  were  sent  ia)  long  ami  technical  financial  statements,  including 
balance  sheets,  descriptions  of  proposed  new  securities  in  legal  terms 
etc.'  and  {h)  brief  summaries  which  failed  to  make  full  revelation  of 
the  relevant  facts.*®  This  matter  was  discussed  at  hearings  before 

this  subcommittee. 

Mr  Kaplan.  To  understand  the  situation  fully  a security  holder  wovild  have 
to  run  through  one  pamphlet  which  is  29  pages  long  and  another  which  is  37  pages 
long,  that  you  have  distributed? 

Mr  Young.  They  are  that  long  because  the  S.  E.  C.  requires  it. 

* * ' * * * . *.  * 

Mr.  Kaplan.  Were  you  not  advised  that  this  consolidation  is  not  subject  to 

the  provisions  of  the  Securities  and  Exchange  Commission  Act? 

Mr.  Young.  Not  if  we  want  to  comply  with  the  regulations.  on 

Mr.  Kaplan.  And  their  regulations  say  that  you  have  got  to  issue  a 29-page 

pamphlet,  for  instance? 

Mr.  Young.  That  is  my  understanding. 

Mr.  Kaplan.  Is  that  correct,  Mr.  .lohnson?  , ^ m -ir  i v 

Mr  .Johnson  [Grover  Johnson,  of  White  & Case,  counsel  to  Mr  \oungj.  It  is 
our  opinion  that  the  consolidation  does  not  constitute,  under  the  rules  ot  tne 
S E C.,  an  offering  or  a sale  which  requires  the  filing  of  registration  statements, 
with  the  Securities  and  Exchange  Commission.  However,  under  the  broad  aspects 
of  full  disclosure,  everybody  necessarily  today  is  required  to  issue  literature  wh  ch 

IS  required  by  the  statute.  You  do  it  because  you 

want  to  do  it,  not  because  the  S.  E.  C.  requires  you  to  do  it.  Is  not  that  correct. 

Mr.  Ka^^^nl  Tim  mere  fact  that  you  have  sent  out  long,  complicated  docu- 
ments does  not  mean  that  a security  holder  is  going  to  understand  your  literature, 

lo6s  it 

' Mr  Young.  No;  I think  if  we  condensed  it  he  might  not  understand  it.  As  a 
matter  of  fact,  this  situation  is  most  complicated.  I think  pat  f®*^**"^ 

holder,  where  he  does  not  understand  a situation  of  this  kind,  should  take  com- 

petent  ativice*. 

+ :f«  * * * * * 

Mr.  Kaplan.  There  are  complicated  financial  schedules,  Ijalance  sheets,  income 
statements,  closely  ])rinted  footnotes? 

Mr.  Young.  Which  I regret  exceedingly.  j * i 

Mr  Kapl\n  The  ordinary  security  holder  cannot  be  expected  to  imderstana 
his  position  from  a reading  of  these  documents,  can  he?  Tt  requires  professional 

Young.  That  is  why  the  Securities  and  Exchange  Commission  recom- 
mends that  they  be  issued  and  that  all  material  facts  be  disclosed,  so  that  everyone 
can  understand  it.^^ 

Senator  Truman  commented  on  the  literature  sent  out  to  security 
holders. 

n Exhibits  Xo.  1248  and  1249,  Hoarinus.  Part  X,  pp.  44.'>6-4493. 

12  Exhibits  No.  1250-A  through  1250-E,  ibid.,  pp.  4493-4499. 
u See  above,  p.  21:  sec  also  below  p.  44. 
n ITearings,  Part  X,  pp.  4137-4138. 
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mino  ity  stockholder  I would  not  know  what  I was  to  pt. 

M r Young,  in  testimony  before  the  subcommittee,  declared  ^e 
was  ^a^er  to  comply  with  the  minimum  requirements  of  the  Secur  ties 
and  Exchange  Commission.  The  literature  sent  to  security 
how  wer  displayed  no  such  eagerness.  It  was  complex  and  mvolyed, 
but  it  omitted  simple  facts  which  should  have  been  included.  In  a 
repc  ft  totiie  CongreL  of  the  United  States,  the  Securities  and  E.xchange 

Con  mission  stated ; . . 

r..  itSritv  hleS  he  ».v, » -y 

solicitation  literature,  should  be  read  ...  the 

lighi  of  these  disclosures.  =tockholders  be  advised  of  the  extent  to  which 

It  was  also  important  that  the  stocklioiaers 

the  nanagement  owne^d  or  Centro  j^ty  holders,  who  might  be  opposed 

Sue'  I information  would  be  material  be  more  feasible  to  fight  the  plan  at 

to  t le  plan  in  determmmg  wheth^^^^  miglU  be  with  respect  to  the 

the  ballot  boxes,  than  through  ot  ...  ' - ^ , companies  was  likewise 

Yoi  ng-Kolbe-Kirby  interests  in  the  ®ecur^ties^oJ^t^^^^^ 

SI  :efommSn%Tock"o"^^^^^^^^  bV  Alleghany  was  sufficient  standing 

aloi  e to  approve  the  which  would  enable  a 

hole  e^SSTapeak'e"  common 

Ti  naTvi^Tn  10^^01“;^^  the  dividend  opportunities 

to  I e realized  from  each  of have  been  clearly 
latently,  each  Senes  A prererre  his  rights  to  accumulated 

infermed  that  under  the  plan  he  stockholder  could  have  ascer- 

div  dends.  Upon  a careful  analys^  of  the  plan  a stockuo  tance  of 

^ ‘ -equivocal, y 

setling  forth  this  fact  should  have  been  inc  u e . ^ rights  of  the  stock- 

hollers  to  appratsal  arid  ?'*i  , he  Series  “ preferred  stockholders, 

theie  rights  in  the  soliciting  material  sent  ^^ated- 

Till  I pamphlet  to  these  stockholder  - respect  to  the  consolidation  of 

‘ Under  the  laws  of  the  State  of  ^larjia  Preferred  Stock  of  Alleghany 

cor  lorations,  the  vote  of  the  holders  o >^  consolidation,  but  holders  of  such 
Co  poration  is  not  required  to  constituent  corporations,  are  entitled 

t ::.I!!«es  If  Ih?  appraisal  statutes  o, 

the  State  of  Maryland.”  stockholders  would  have  to 

ifl  [bid. I pp.  4143-4144. 
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praisal  rights  in  the  literature  »»t  oKe'Sl^op^Suni?;^^ 

information  was  particularly  important  common  stock  to  defeat  the  plan 

able  to  holders  of  the  have  even  this 

by  voting  against  it.  ^hes  p 

limited  opportunity,  due  to  Alleghany  minority  holders  of  this  stock  who 

stock.  Hence,  the  only  protection  possessed  by  m ^ ^ ^ Ohio  Stock 

opposed  the  plan  and  therefore  fd  not  elect  to  take  Cl^esapea  e g^^^utory 

(ex^cept  the  possibility  o resort  to  lit  gatmn)  ^^nted  holders 

appraisal  right.  And  as  ^ likplv  that  they  will  not  learn  of  their  exist- 

mce,“o?,  ?Mhcf  htr^tSstafo™  thLt  they  will  not  be  fully  advised  ot  the 

conditions  which  have  to  be  ^“^hUed  to  per  ec  e^^^  rig  j Commission 

Upon  ascertaining  these  f^^ts  the  ^mpanies  had 

requested  the  companies  to  amp  ^ , Shortlv  thereafter  an  understanding 

StrSto'iLr».»p."^^ 

action  thereon  in  the  light  of  such  additional  information. 

CIRCULATION  OF  NONCOMPARABLE  BALANCE  SHEETS 

In  addition  to  the  omissions  noted  by  the  Securities  and  Exchange 
CommS^.  tl  devices  used  in  the  literature  supporting  the  plan 

“TSdS  to  security  holdei.  were  halance 

sheets  of  The  Chesapeake  Corporation  and  Alleghany 

;LpoL“'LuthdaI^  t£e  sLe  date."  Viewing  tl.o- 

balance  sheets  an  investor  might  be  under  the  impression  that  his 
nSii  woSd  be  substantially  improved  by  the  plan  A Preferred 
stockholder  would  find,  for  example,  that  the  asset  value  of  his  stoc 

^ plaiq'^dfd  quadruple  the  asset  value 

Indeed  its  asset  ^Uiat  you  can- 

not have^more  left  for  the  preferred  than  you  had  before;  you  are 
bound  to  Ce  less.”  >«  A part  of  the  seeming  tremendous  improve- 
ment resulted  from  the  circulating  of  balance  sheets  which  weie  not 

‘"TStl?the  balance  sheet  of  Alleghany  before  reorganization  and 
the  balance  sheet  of  the  proposed  new  company  puipoited  to  b 
“as  of  June  30,  1937.”  In  stating  the  market 
owned  the  former  balance  sheet  actually  used  market  prices  a^ 
Tune  30  1937.  But  in  stating  the  market  value  of  securities  owned 
uSi  tiie  proposed  new  plan,  Mr.  Young  and  his  associates  took 

prices  as  of  July  6,  193/. 

S kiwiib  JfP'  prt5f't5“iSSi.8lton  there  wohW  be  eeseU  ae»i.*b.e  .» 

80  ESiWt^No^^2^,’  Searings,  Part  X,  p.  4456  at  pp.  4469-4473. 

SI  Ibid.,  at  pp.  4473-4475. 
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eon  June  30  and  July  (i,  the  market  price  of  securities  in  Alle- 
:'s  portfolio  had  increased  by  $8,748/^32.92;“  the  result  was  a 
*pancy  of  that  amount  between  tlie  two  balance  sheets/^ 
defending  the  circulation  of  noncomparable  balance  sheets 
e tliis  subcommittee,  IVIr.  Young  urged  (a)  that  he  was  not 
nally  responsible,  (6)  that  there  had  “certainly  been  no  intention 
to  deceive  anyone;”  and  (c)  that  the  $8,748,932.92  discri^pancy 
f minor  importance. 

Kaplax.  Why  were  two  different  dates  taken? 

Youxrx.  I will  have  to  lot  you  ask  that  question  of  Mr.  Johnson,  [of  Wiiite 

ase,  attorneys]  ^ , i..  x xi  a 

Kaplan.  DonH  you  consider  yourself  responsible  for  the  literature  that  was 

>uted?  X i.  1 

Young.  I certainly  do  not  consider  myself  responsible  for  every  word  on 

29  liases.  I left  it  to  competent  counsel — not  only  one  set  of  counsel,  l)ut 
•iots  of  counsel.  Thev  worked  dav  and  niRht  on  these  plans.  They  clianged 
continuouslv.  All  three  said,  “We  have  leaned  over  i)ackward  here  to 
the  thing  fab-,  and  in  our  opinion  it  is  the  fairest  prospectus  that  has  ever 
ssued.’'  And  I accepted  that. 

Kaplan.  You  signed  this  statement. 

Young.  Yes,  I did  * ^ ^ [ certainly  wish  that  you  would  ask  the 

counsel  concerned  as  to  why  that  was  done,  and  let  them  express  their 
in,  because,  when  vou  make  statements  of  this  kind,  it  retlects  on  three 
eland  nine  directors.  There  has  certainly  been  no  intention  here  to  deceive 
c. 

ivAPLAN.  I am  not  imjuiting  any  intention.  I am  wondering  whether  that 
effect. 

Ym^NG.  I have  told  vou  it  is  not  tlie  effect  in  luy  iiiiiul,  and  T am  sure  that 
air-minded  analvst  who  goes  into  the  figures  would  he  pleased  to  have  the 
sts  of  figures,  showing  how  much  they  have  changed  in  fi  days,  due  to  lluc- 
.11  in  market  prices. 

. K'aplax.  He  does  not  have  two  sets  of  complete  ligures.  He  has  one  set 
ires  for  the  new  company,  and  a different  set  of  figures  for  the  old  company. 
. Y'ou.xg.  Y'es;  and  when  he  sits  down  to  figure  them  out.  the  figures  luive 
;ed  again.  I sujipose  we  should  send  out  a new  statement  each  day,  sliowing 
gures  as  of  tliat  day.  Y’ou  are  charging  us  with  dereliction  in  not  sending 
statement  every  day. 


22  II<  irings.  Part  X.  p.  4475. 

23  T1  e amount  of  the  discrepancy  was  as  follows; 


,718,835  shares  C.  & O.  com- 

mon 

0,4*10.68  shares  C.  <fe  O,  pre- 

ftTrod  - - - — - - - 

9.000  shares  Erie  common  — 
7,5(K)  shares  Pere  Mar(4uetto 

common  . - 

3,546  shares  Lehijrh  C.  & X.-- 
22,900  shares  Mo.  P.  common. 
94,100  shares  Mo.  P.  preferred 
.11,152,000  Mo.  P.  convertible 

bonds  - - 

96,240  shares  Pittston  com- 
mon   - 

*4  shares  Wheelins:  & Lake 
Erie  prior  lien 


Closing 
bid  price 
on  July 
6, 1937 
(ilear- 
ings, 
Part  X, 
p.  4475) 

Closing  1 
bid  price  ; 
on  June 
30.  1937 
(Wall 
Street 
Journal) 

1 

Value  as  of 
July  6,  1937 
(Hearings, 
Part  X,  p. 
4475)  ; 

Value  as  of 
June  30,  1937 

Extent  of 
discrepancy 
between 
balance 
sheets 

$55.  00 

$52. 00 

$149,  535, 925. 00 

$141,379,  420.  00 

$8, 156,  505. 00 

93.  25 
16.50 

93.  00 
15.  00 

5,640,755.91  i 
! 1,138,500.00 

5,625.633.24 

1,035.000.00 

15. 122.  67 
103.  500.  00 

25.00 
8.  25 
3.  62H 
7.  37H 

26.  75 
7.  871^ 
3.  50 

1 6.  V2V2 

687,500.00  : 
276,754.50  , 
1,895,512.50  1 
1,431,487.  50 

735,625.00  1 
264, 174.  75 
1 1.830,1.50.00 

1,188.862.50 

MS,  1S5.00 
12,  579.  75 
65, 362.  50 
242. 625. 00 

12.  75 

11.00 

1,421,880. 00 

i 1.226,720.00 

195, 160.  00 

1.25 

1. 12H 

620,  300. 00 

; 614, 097. 00 

6,  203. 00 

83.  00 

! 83. 00 

1 4.  482. 00 

4,  482. 00 

Total. 


8, 748, 932. 92 


« Decrease. 


47 


raii.rh.yds  and  holding  COMPAN'ILS 
Mr.  KAPL.rN.  All  I am  questioning  Is  that  you  did  not  send 

LTen  or  eigld  and  be  responsible  for  every  nail  that  ,s  driven 

“'tltrKaeui'' You  di’S^  this  |the  $8,748,932.92  discrepancy]  is  a nail  or 

“ MrWWo.  I.do.  I think,  insofar  as  the  merits  of  this  plan  arc  concerned,  it 

is  less  than  a nail.^^ 

TURNING  A $41,000,000  DEFICIT  INTO  AN  APPARENT  $18,000,000  SURPLUS 

Other  reports  of  this  suheommiltee,  issued  or  in  preparation,  deal 
with  various  acconnthu^  teehniqnes  common  within  holding-company 
or/inizalions  in  the  railroad  field.  These  reports  examme  ceases  m 
which  monev  spent  and  dishnrsed  has  heen  earned  on  railroad  hooks 
as  -special  deposits”;  eases  in  which  items  which  were  purely  hook- 
iveepm"  transactions  involving  no  payments  whatever,  were  earned  on 
railroad  or  holdimr  company  hooks  as  “dividend  income  ; « and  one 
ease  in  which  an  Alleghany-controlled  railroad  exiilamed 

000  000  diserepancY^  in  s4vorn  statements  made  to  the  Interstate 
Con  m/e^  for  5 successive  years  on  the  ground  that  the 

$50  000  000  item  was  “inadvertently  left  out”/'  throngli  a elental 
error  Even  this  $50,000,000  “error”  is  dwarled,  liovevei,  In  the 
device  which  the  Alleuliany  reorganizers  used  m their  literature  sent  to 
security  holders,  a device  which  turned  a $41,000,000  delieit  into  an 

Z'imlaiice  slfeet  ot  ,].e  piopoaed  .,o,v  ™.upa.u-  wind, 
Mr  Yonno-  sent  him,  aiiv  security  holder  would  Imd  that,  after 
making  fulF  allowances  for  all  liahilities,  inelndmg  capital  stock,  there 

remained  the  following  item: 

This  was  not  an  inference  to  he  drawn  from  the  i>!6ance  sheet;  it 
was  a hald  statement  made  in  the  halance  sheet  sent  to  all  classes  of 

securityholders.  Whence  came  this  $18,000,000  surplus. 

Aecoi'diiisr  to  the  balimce  slieet,  tlioi'c  were 
the  formation  of  the  proposed  new  corporation  siuiies  ot  the 

/onvertihle  preferred  stoek.^®  This  stock  was  entitled  to  $ 00 
per  share  in  Uqnidatioii ; carried  a dividend  of  5 percent  on  ^100 
value  - and  wais  to  he  issued  in  exchange,  shave  for  share,  foi  * 

$100  series  A preferred,^^  for  wdiich  shareholders  had  originally 

’’“bu*  when  tlie  bnlaiioo  sheet  was  dr.awn  up  for  submission  s'o  jmty 

holders,  the  stock  was  not  entered  as  a liahility  at  $100  per  sliaie. 

24  Hearings,  Part  X',  ,„ries  entitled  “Fallibility  of  .Xuditor’s  Certificates:  Inadequacy  of 

25  See  Report  No.  2,-',  Part  3 pacifle  Stockholders.”  For  a comparable  instance  of 

Price.  Waterhouse  & Co  s ‘firat®^^  the  C & 0„  sec  Hearings,  Part  VII,  pp.  2440  sqq.,  and 

: m{;j,n^UhiJsu»  ‘hereon.  See  also  “Wab.ash  Railway  Co.;  Purchases 

of  Lehigh  Valley  Stock.”  a °‘^his^ubcn^  System;  Intercompany 

26  See  Report  No.  25,  Part  g o he  ^ubcomm  t^  Hearings,  Part  XII.  See  also 

roc^turely  the  Wabash  Railway  Co 

2s  ExtVwt  No.^rns,  Hearings,  Part  X,  p.  4456,  at  p.  44.5. 

30  Exh\ka*Nm^l24'9,  ibid.,  p.  4476,  at  p.  4481. 

31  Ibid.,  at  p.  4480. 
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It  wis  entered  as  “stated  capital  $10  a share.”  As  a result,  the 
decin  al  point  was  moved  one  place  to  the  left  arid  what  was  in  fact 
a lialility  of  $66,753,900  appeared  as  a liability  of  only  $6,675,390— 
an  u iderstatement  of  liabilities  amounting  to  $60,078,510.  The 
resuli  was,  by  a stroke  of  the  accountant’s  pen,  to  turn  what  was  in 
fact  8 $41,589,687.33  deficit  into  an  apparent  $18,488,822.67  surplus.''* 

ROLE  OF  INVESTMENT  ADVISORY  SERVICES  IN  SECURING  ASSENTS  TO 

PLAN 

In  testimony  before  this  subcommittee,  \lr.  Young  attempted  to 
minii  rizc  the  difficulty  or  impossibility  which  an  ordinary  security 
hold(  r would  face  in  trying  to  learn  the  truth  from  the  literature  sent 
him.  Said  Mr.  Young:  “He  ought  to  rely  more  or  less  on  bis  bariker 
or  bi  oker,  or  on  one  of  the  three  important  statistical  organizations 
[Mocdy’s,  Poor’s,  and  Standard  Statistics].”"  He  introduced  into 
the  r 'cord  excerpts  from  analyses  of  the  plan  prepared  by  these  three 

orgai  izations."  • i u 

It  is  not  surprising  that  Mr.  Young  believed  that  security  holders 

shou.  d rely  upon  the  three  leading  statistical  orgariizations.  For, 
alrno  ?t  without  exception,  they  ignored  facts  then  available  and  later 
presrnted  before  this  subcommittee.  They  failed  to  ferret  ^t  or  to 
supp  y the  relevant  facts  which  the  Securities  and  Exchange  Commis- 
sion considered  “a  minimum.”  They  failed  to  inform  security 
hold,  rs  of  many  of  the  sacrifices  which  would  be  demanded  of  them 
under  the  plan,  sacrifices  which  led  the  expert  of  the  New  York  Stock 
Excl  ange  to  recommend  that  the  new  securities  sliould  not  be  listed, 
and  .vhich  caused  a Baltimore  court  to  enjoin  the  plan’s  sponsors. 
TheA  failed  to  call  attention  to  the  noncomparable  balance  sheets  or  to 
the  ^ 560,000,000  understatement  of  liabilities.  They  failed  even  to 
poin  out  the  steps  necessary  if  holtlers  of  series  A preferred 
wish  al  to  escape  the  plan  and  retain  their  rights  of  appraisal.  jN  o 
secu  ity  holder,  reading  the  analyses  prepared  by  “the  three  leading 
statidical  organizations,”  would  have  been  warned  of  the  pittalls 

lurki  iig  in  the  reorganization  plan.  . rpu  f i 

Oi.  the  contrary,  he  would  have  found  the  plan  praised,  ine  loi- 
lowiug  is  a memorandum  prepared  by  Mr.  Young,  and  introduced  at 
his  request  into  the  record  of  the  subcommittee: 

r?.'.  I ' sr;«r«" « 

n ritalic^^  no-par  stock.  Interstate  Commerce  Commissioner  Joseph  B 

Eastn  an* hi  said:  “S^ock  without  par  v^ue  in  my  9P*T^in  ? ' 

"S^l  thi;”. hp  n.m.  .<  ibM.. 

^ E’  iiibit  No.  1282,  ibid.,  pp.  4532-4533. 

37S(}above,p.  21,  alsop.  44. 

39  E hibit  No.  1279,  Hearings,  Part  X,  p.  4514  at  p.  4518. 

3*  E hibit  No.  1342,  ibid.,  p.  4584  at  p.  4592. 

S(  5 above,  pp.  37-38. 
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The  leading  statistical  organizations,  Moody’s,  Poor’s,  and  Standard  Statistics 

say  the  plan  is; 

1.  Constructive. 

2.  Fair  to  all  classes  of  security  holders. 

3.  Feasible. 

4.  They  recommend  assent. 

5.  Excerpts  from  their  services  follow  on  the  next  page. 

moody's  investors  service 

The  terms  proposed  appear  fair.  It  is,  of  course,  probably  too  much  to  e.xpect 
that  individual  security  holders  will  not  make  objections  and  perhaps  there  aaiII 
be  more  opposition  than  is  now  indicated.  However,  since  the  plan 
one  since  it  tends  to  accomplish  what  should  be  accomplished,  and  since  its  treat- 
ment of  the  various  bond  and  stock  holders  appears  to  give  adequate  consideration 
to  the  differences  of  seniority,  a cooperative  attitude  on  the  part  of  securitj  holders 
r.ather  than  a hostile  attitude  is  suggested. 

STANDARD  STATISTICS  CO. 

'J'he  plan  for  the  consolidation  of  Alleghany  Corp.  and  Chesapeake  Corp  is 
considered  constructive,  in  that  it  eliminates  a holding  company  and  places  the 

Alleshanv  securities  “closer  to  the  rails’’.  * * * 

On  this  b.asis,  the  stamped  5s,  1950,  at  70,  still  appear  underpriced,  and  purchase 
is  suggested.  Both  of  the  Alleghany  preferred  issues  appear  to  be  worth  some\\  hat 
more  than  present  prices  of  41-44  on  the  basis  of  indicated  earning  powei  of  the 
new  preferreds,  and  should  be  held.  The  common  will  continue  very  much  a 
marginal  stock,  with  a ceiling  at  5 by  reason  of  the  warrants  accompanying  the 

"*^Ho(Lre  ^oF  Chesapeake  Corp.  stock  should  accept  the  offer  to  ^change  mto 
C.  & 0.  if  they  are  speculatively  inclined  and  their  individual  tax  problmus  permit, 
if  they  desire  a more  conservative  medium,  exchange  into  the  new  5%  preferred 

would  be  desirable. 

STANDARD  STATISTICS  RAILROAD  SECURITIES 

As  a general  policy,  the  Standard  Statistics  Company  recommends  acceptance 
of  the  excliange  offer  of  new  Chesapeake  Corp.  securities  for  securities  of  the 
present  Alleghany  Corp.  and  the  Chesapeake  Corp.  The  plan  appears  fair  to 
all  issues,  and  would  accomplish  the  desired  end  of  simplifying  the  holding  co 
panv  structure,  as  well  as  permitting  immediate  distribution  of  earnings. 

^ series  A preferred,  to  receive  one  share  of  $5  preferred  and  warrants  to 
buy  two  shares  of  common  at  5,  could  receive  at  least  partial  di\  idends  soon,  it 
is  believed,  and  would  have  substantial  speculative  possibilities. 

poor's  investment  service 

Because  of  bond  indenture  restrictions,  the  Alleghany  preferred  if  ues  are  now 
far  removed  from  dividends  and  the  common  has  no  equity  m 
posed  plan  is  a practical  solution  of  a complex  financial  problem  and  its  support 

AnSSr^tep  in  the  simplification  of  the  complicated  railroad  set-up  of  the  late 
Van  Sweringens  was  proposed  recently  when  a plan  for  nierging  Alleghany  Core 
poration  and  Chesapeake  Corporation  was  announced.  The  proposal  is  intended 
to  eliminate  Alleghany  Corporation,  which  is  in  great  dif avor  bcfiiise  uf  i 
past  financial  practices,  its  tremendous  capitalization,  and  its  , 

anv  railroad  holding  company  legislation.  The  plan  is  nec^sitated,  in  the  fii  a 
analysis,  bv  the  tremendous 'losses  incurred  by  Alleghany  Corporation  through 
its  investments  in  the  now  bankrupt  Missouri  Pacific.  The  proposed  plmi  would 
permit  distributions  to  certain  Alleghany  Corporation  security  holders,  at  Prfef f- 
barred  from  receiving  income,  although  earnings  are  accruing  to  their  stoc^ks, 
Kuse  of  restrictions  in  the  bond  indentures.  Ml  thinp  considered,  the  plan 
appears  fair  to  the  various  classes  of  security  holders,  and  many  factors  indicate 
the  decided  possibility  of  a fairly  speedy  confirmation  of  the  merger. 

This  was  the  type  of  advice  distributed  to  security  holders  by  the 
statistical  organizations  upon  whom  Mr.  Y’’oung  thought  reliance 

should  be  placed. 

Exhibit  No.  1282,  Hearings,  Part  X,  pp.  4532-4533. 
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UAILKOAKS  AM)  IIOLDIMJ  C0:M1'ANIKS 

In  view  of  the  conflict  hetweiMi  the  views  expressed  by  Moody’s, 
Poor'  , und  Standard  Statistics,  and  the  points  of  view  taken  by  such 
men  cr  croups  as  the  ex])ert  from  the  New  \ork  Stock  Rixchange,  the 
Baltimore  Court,  and  the  Securities  and  Exchange  Commission,  Mr. 
Youiu  was  asked  to  testify  concei-ning  his  relations  with  the  statistical 

organ  izations. 

Mr.  Lo\venth.\l.  Mr.  Chairman,  might  I ask  at  this  point  wliether  Mr.  Young 
contai  ted  the  statistical  organization  before  this  plan  went  out? 

Mr.  Young.  \Ve  did:  yes. 

Mr.  Lowenthal.  Which  statistical  organization  was  that.^  . ^ , f 

Mr.  Young.  Standard  Statistics  and  we  contacted  them  with  the  idea  or 

gcttin  5 their  help  on  the  plan. ■*2 

It  tppeurod  that  no  payment  hiul  been  made  for  the  service  rendered 
by  Slandard  Statistics: 

Mr  Lowenthal  (interposing).  They  rendered  that  service  to  you  without 
any  empensation? 

Mr  Young.  Yes. 

Mr  Lowenthal.  Either  direct  or  indirect? 

Mr  Young.  Yes.^^ 

Bi  t Mr.  Young  had  friends  in  the  organization. 

Mr  Young.  I talked  with  all  my  friends  who  knew  anything  about  securities, 
Senat  >r.  I turned  to  every  place  I could  to  get  help  and  advice.  I have  friends 
in  SLndard  Statistics  whom  I have  known  for  years,  and  whom  I regard  most 
highl:  , and  I think  that  they  are  probably  better  equipped  than  any  other  con- 
cern i 1 the  country  to  deal  with  a situation  of  this  kind."*^ 

In  leed,  his  assistant  Mr.  Robert  M.  :McKinney,  who  was  one  of  the 
three  men  constituting  Young,  Kolbe  & Co., 

* * * used  to  be  an  employee  of  Standard  Statistics  * * * 

T1  e chairman  commented  on  the  relations  between  Standard 
Statistics  and  Mr.  Young: 

Th  ‘ Chairman.  I have  always  assumed  that  Standard  Statistic^s  w-as  a high- 
class  organization,  but  I am  wondering  whether  or  not  Standard  StatisPcs,  and 
these  other  so-called  statistical  organizations  which  are  supposed  to  advise  their 
clienis  independently  of  any  interest,  or  anything  of  the  kind,  are  m the  habit  of 
sittin  ? in  and  advising  people  and  then  advising  their  clients  to  buy  that  particular 

***^:\I]  Young.  I do  not  know  what  their  practice  is  in  that  regard.  Mr.  Mc- 
Kinn  ?y,  who  used  to  be  an  employee  of  Standard  Statistics,  says  that  they  do 
that  ill  many  reorganizations.^^ 

SUMMARY  AND  CONCLUSIONS 

Fiom  time  to  time  in  recent  years,  executives  of  railroads,  railroad 
hold.ng  companies,  stock  exchanges,  trust  companies,  and  other  rail- 
road and  financial  institutions  subject  to  Federal  regulatimi,  have 
aru-ued  that  legislation  designed  to  eliminate  corporate  or  financial 
iibuJ  os  is  iinnocGSSury  by  roiison  of  the  ffict  that  Amorican  industry 
and  finance  are  able  and  willing  to  carry  on  their  own  reforms. 
According  to  this  point  of  view,  urged  from  time  to  time  on  this  com- 
mittee, on  other  committees  concerned  with  regulatory  legislatimi, 
and  on  regulatory  commissions,  the  financial  abuses  uncovered  by 
this  and  similar  investigations  are  mere  exceptions  to  the  high  stand- 

n arin^s.  Part  X,  p.  4144, 

<3  It  id.,  pp.  4144-4145. 

« n id.,  p.  4159. 
u Ic  ?m. 

Ic  em. 
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ards  which  corjiorations  and  financial  institutions  set  themst'lvi's. 
Groujis  holding  this  view  do  not  condone  abuses  found  among  Van 
Sweringen  comjianies,  Insull  companies,  etc.,  but  they  state  that  llu'se 
abuses  are  the  result  of  the  unusual  character  of  the  \ an  Sweringen, 
Insull,  etc.,  managements. 

From  time  to  time,  also,  individual  reformers  or  reforin  groups 
arise*,  determined  to  wipe*  out  the  abuses  instituted  by  previous  man- 
agements and  to  set  a higher  tone  in  corporate  atlairs. 

Such  a reformer  was  NIr.  Robert  K.  5oung,  who  with  a group  of 
associates,  procuivd  control  of  Alh'ghany  Corporation,  the  key  hold- 
ing company  in  the  Van  Sweringe'U  empire,  about  May  19*17. 

In  testimony  before  this  subcommittee*,  Mr.  5 oung  insist  eel  that 
he  recognizeel  the*  abuses  which  hael  occurred  imeler  Van  Sweringe*n 
manage*me*nt,  l)ut  be*lieve*d  that  h'gislation  tei  e*nel  these  almses  was 
wholly  unnecessary.  “We*  are  probably  going  to  beat  you  to  it,’  he 
informeel  this  sulicommittee. 

Mr.  Young’s  way  of  approaching  the*  reformation  of  the  \ an 
Sweringen  empire*  was  by  me*ans  eif  a re*organization  plan,  elatt'el  July 
7,  1937,  which  woidel  merge  Alle*ghany  Corpeirtaion  with  The  Chesa- 
])e*ake  Corporation,  anel  ivorganize  the  mergeal  company. 

Mr.  Young  diel  not,  of  course,  prejiare  the  comple.x  reorganization 
phin  consieh'red  in  this  rejieirt  by  himself.  He  was  aieleel  by  compe- 
te'iit  counsel — “not  one  set  of  counsel,  but  three  sets  of  counsel. 
Th(*y  workeel  night  anel  elay  on  these  plans.”  Mso,  he  or  tliese 
counse'l  conferred  with  many  of  the  outstaneling  financial,  banking, 
and  brokerage  firms — feir  example,  ivith  J.  P.  Morgan  & Co.,  Guaranty 
Trust  Co.,  Morgan,  Stanley  & Co.,  E.  B.  Smith  & Co.,  anel  “dozens” 
of  others.  Thus  the  plan'  issueel  by  the  Young  group  of  reformers 
had  the  benefit  of  expert  aelvice  from  many  eiuarters.  It  may  quite 
properly  be  taken  as  a fair  example  of  “self-reform  ’ in  financial  and 
corporate*  circle's — the*  type  which  is  belie*veel  by  many  to  make 
regulatory  legislation  unnecessary. 

This  re'])ort  indicates  the  extent  to  which  “sell-reform”  faileel  in  its 
task  of  reforming  the  Van  Sweringen  empire. 

The  new  management  claimeel  that  its  plan  woulel  e*liminate  Alle- 
ghany Corporation,  the  holding  conijiany  in  which  the  major  abuses 
iiad  occurred.  Actually,  instead  of  eliminating  Alh'ghany  Corpora- 
tion, the  reform  plan  merely  changed  the  holding  company’s  name. 

They  claimed  that  after  the  plan  became  eflective,  the  rc'sulting 
company  would  be  a first-degree  holding  company.  Actually,  the  re- 
sulting company  would  be  in  many  respects  a second-  or  third-degree 
holding  company,  and  in  some  respects  a fourth-  aiul  even  a fifth- 
degree  holding  company. 

Mr.  Young  had  gained  effective  control  of  the  $3,000,000,000  Alle- 
ghany corporate  empire  on  a personal  investment  of  $255,000.  The 
reformers  left  shoestring  control  in  the  same  hands. 

The  original  Alleghanv  charter  gave  almost  absolute  powei',  hedged 
in  by  only  a handful  of  limitations,  to  the  corporation’s  controllers. 
The  reformers,  far  from  diminishing  this  power,  actually  proposed  to 
remove  one  or  more  of  the  preexisting  limitations. 

Under  the  old  management,  railroads  had  been  milked,  books  had 
been  falsified,  money  from  railroad  treasuries  had  been  wasted  in  stock 
market  speculation,  money  had  been  syphoned  from  operating  com- 
panies into  holding  companies,  etc.  The  reformers  proposed,  at 
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the  t me  of  their  reorganization  plan,  to  leave  day-to-day  control  of  the 
Alice  aany  system  in  the  hands  of  essentially  the  same  men  who  had 
man?  ged  it  during  the  period  of  these  abuses. 

The  reorganization  plan  sponsored  by  the  supposed  reformers 
woul  I have  adverselv  affected  the  rights  of  many  classes  of  security 
hokhrs  Security  holders  were  not  informed  m many  cases  of  the 
extei  t of  the  sacrifices  they  were  being  asked  to  make.  Adequate 
inf  or  nation  was  not  given  them.  Confusing  terminology  was  used. 
The  alan  was  so  set  up  that  Federal  tax  laws  were  used  as  a club  to 
obtam  the  accpiiescence  of  security  holders.  Security  hold eis  who 
mieb  t desire  to  protest  were  in  some  cases  not  informed  oi  tlie  complex 
le^al  procedure  necessary  to  make  their  protest  enective.  oecurit} 
liokh  rs  who  failed  to  protest  promptly  or  in  due  h'gal  form  were  to  be 
boun  d bv  the  plan.  At  least  one  class  of  stockholders  were  deprived 
bv  the  plan  of  their  right  to  vote  upon  it.  The  ultimate  beneficiary 
of  m>  )st  of  the  sacrifices  demanded  of  various  classics  of  security  liolders 
was  1 he  common  stock  owned  in  considerable  part  by  the  reform  group. 

In  seeking  to  procure  security-holders’  consent  to  the  plan  non- 
comparable  balance  sheets  were  circulated.  Two  different  dates  were 
take  1 in  valuing  securities,  as  a result  of  which  the  reorprized  com- 
pam  appeared  to  be  more  than  $8,000,000  bettor  off  than  it  won  d 
havt  been  had  comparable  balance  sheets  been  used.  13y  a book- 
keeping method,  a $66,000,000  liability  was  written  down  by  90  per- 
cent as  a result  of  which  a $41,500,000  deficit  was  made  to  look  like 

a $1  f,500,000  surplus.  u i 

O her  agencies  of  the  corporate  and  financial  community  vhose 

task  it  supposedly  was  to  aid  the  security  hoklem  in  assessing  plans 
like  that  of  the  Alleghany  reformers  wholly  failed  to  restrain  or  even 
to  n )int  out  the  misleading  inaccuracies  in  the  material  distributed  to 
secudtv  holders  by  the  so-called  reform  group.  Moody  s Investors 
Ser\ice^  Standard  Statistics,  and  Poor’s  Investment  Service  desenbed 
the  dan  as  “fair,”  “constructive,”  and  “a  practical  solution.  Ihey 
sug^  csted  “a  cooperative  attitude,”  recommended  acceptance,  and 
com  .selled  “support.”  None  of  them  denounced  the  noncomparable 
balance  sheets,  the  $60,000,000  write-down  of  liabilities,  the  confusing 
terminology,  etc.,  contained  in  material  distributisd  to  security  holders 

by  f he  “reformers.”  , „ . , 

Tae  failure  of  “self-reform”  by  the  corporate  and  financial  com- 

mmity  in  this  case  can  be  attributed  neither  to  ill  wiW  on  the  part  of 
the  leader  of  the  reform  group,  nor  to  ineptness  in  the  drafting  of  the 
refo  ^m  plan,  nor  to  lack  of  guidance  from  the  most  respectable  sections 

of  the  financial  community.  It  is  thus  clear  that 
fina  icial  community  is  on  its  best  behavior,  eager  to  beat  the  Fon- 
erress  of  the  United  States  to  the  task  of  reforming  prior  abiises  and 
aw8  re  that  it  is  operating  in  the  bright  light  of  critical  scrutiny  from 
many  quarters— the  nature  of  the  financial  system  is  such  that  undei 
ideii  circumstances  self-reform  in  the  holding  company  and  other 
fiek  s,  without  disinterested  public  regulation,  may  be  impossible. 
It  ii  too  much  to  expect,  as  the  Alleghany  reform  plan  viyully  illus- 
trai  es,  that  a group  in  control  of  an  eiiteriu-ise  shall  commit  financial 
suidde;  and  the  abuses  common  to  holding-company  structuies  in 
rail-oad  and  similar  spheres  lie  so  deep  that 

rarely,  if  at  all,  be  instituted  by  measures  short  of  financial  suicide. 
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This  subcommittee  concludes  that  the  abuses  which  it  has  unco\  eied 
in  this  and  in  similar  instances  cannot  be  left  exclusively  to  the 
process  of  self-purification  b}"  a financial  reform  group.  Legislative 
and  administrative  intervention  is  necessary  for  the  surgical  removal 
of  the  abuses  inherent  in  our  holding-company  structures. 
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Mr.  Wheeler  and  Mr.  Truman,  from  the  Committee  on  Interstate 

Commerce,  submitted  the  following 


REPORT 


[Pursuant  to  S.  Res.  71  of  the  74th  Cong.] 

SOME  EDUCATIONAL,  LEGISLATIVE,  AND  SELF-REGULA- 
TORY ACTIVITIES  OF  UNITED  STATES  RAILROADS 


INTRODUCTION 


Between  1920  and  1936  the  railroads  of  the  United  States  paid 
in  excess  of  $182,000,000 ' to  over  one  hundred  and  thirty  national, 
state,  and  regional  organizations  concerned  with  railroad  matters. 
These  organizations  ranging  from  the  Association  of  American  Rail- 
roads, composed  of  99  percent  of  the  Class  I joads,  down  to  small  loca 
associations,  were  formed  for  the  purpose  of  dealing  v it  i tne 
ing,  management,  traffic,  legal,  financial,  and  research  problems 

peculiar  to  the  railroad  industry.®  • „;i 

In  addition  to  membership  in  their  own  associations,  the  rai  - 
roads  have  been  active  in  many  other  bodies  which  are  directly  or 
indirectly  concerned  w'ith  transportation  questions,  such  as  snippers^ 
and  manufacturers’  organizations,'^  security  owners  associations, 
safety  councils,®  taxpayers’  groups,^  chambers  of  commerce,  and  so 

fortli  ^ 

Throuo-h  these  varied  channels  the  railroads  of  the  country  have 
not  only  dealt  with  specific  problems  of  railroad  operations  but  have 


> Exhibits  Nos.  3440-3443.  Hearings,  Part  XXIII,  pp.  10441-10449.  Ibid.,  pp.  10068- 

Illid  DD  10063-10064.  The  subcommittee  was  unable  to  obtain  complete 

tion  o^th'^f•nuXr  of  railroad  organizations  and  the  an.ount  of  {J^grPart  XXIH 
The  total  may  therefore  be  much  larger  than  these  figures.  See  Uearings.  T'art 

^'M^bid^'  pp.  10067,  10070  ; Exhibit  No.  3437,  ibid.,  pp.  10435-10436. 

* Ibid.,  pp.  10147,  10134  et  seq. 

6 Ibid.,  p.  10013  et  seq. 

8 Exhibits  Nos.  3566,  3545,  ibid.,  pp.  10564,  10o44. 

Ibid.,  p.  10171. 

8 Ibid.;  pp.  10159-10160. 
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(aiTied  on  educational  and  legislative  programs  and  have  endeavored 
tD  institute  a svstem  of  self-regulation  within  the  railroad  field. 

1 Jus  report  ueals  with  some  aspects  of  the  organization  and  activ- 
lues  of  Lni  ed  States  railroads  both  in  their  own  associations  and 

cthens.  Testinm^  on  the  subject  is  recorded  in  the  subcommittee’s 
1 earings,  part  XXIII. 

THE  FUEL-POWER-TRANSPORTATION  EDUCATIONAL 

FOUNDATION 

In  the  realm  of  education  the  railroads  have  been  active  for  many 
j ears  and  have  employed  a variety  of  methods  for  disseminatincr  infor- 
mation concerning  the  industry Individual  carriers  and  railroad 
associations  have  publicized  their  activities,"  outside  organizations 
interested  in  transportation  have  used  their  facilities  for  education  on 
tne  subject,  and  in  some  cases  organizations  have  been  created  for  the 
express  jniriiose  of  carrying  on  educational  work. 

Railroads  of  course,  are  entitled  to  the  privilege  of  spreading 
kiowledge  about  their  activities.  It  is  perfectly  legitimate  tor  any 
industry  to  endeavor  to  get  its  point  of  view  before  the  peoiile  of  the 
cnintrv.  Criticism  can  only  arise  when  malerial  originating  from 
the  railroads  is  not  so  designated.  Railroads  being  a public  utility, 
tJie  public  has  the  right  to  know  the  source  of  any  information  con- 

C(  rning  them  m order  to  evaluate  projierly  the  extent  to  which  such 
n tormation  may  be  biased. 

An  example  of  the  educational  activities  of  railroads  is  found  in  the 
y ork  ot  the  Fuel-I  ower-Transportation  Foundation,  an  organization 
0 *ouglit  into  being  by  tJie  carriers. 

ORIGIX  OF  THE  FOrXDATIOX 

Tbe  formation  of  the  Foundation  in  1927  was  suggested  to  certain 

11 11  road  executives  by  an  exjieriment  in  education  carried  out  4 years 
ei  riier.  '■ 

111  1923  Mr.  Samuel  S.  Wyer,  a consulting  engineer  of  independent 
means  engaged  in  educational  and  research  work,i-  was  employed  by 
tie  Smithsonian  Institution  to  make  a study  of  the  State  of' Penn- 
s'Iranias  rpources.i^  One  of  the  officers  of  the  Penn.svlvania  Rail- 
n ad  upon  hearing  of  tbe  project  ‘h-ecoininended  that  'the  P R R 
interpt  itself  m adding  a Transportation  Chajiter  to  the  Smithsonian 
iHoklet  and  distribute  25,000  eojiies  of  the  enlarged  brochure  in  the 
sc  lools  of  Pennsylvania.”  The  I’ennsylvania  Railroad  accepted  the 
suL^estion  and  endeavored  to  get  other  roads  in  the  state  to  cooperate 
in  hnancing  the  program.^"  Failing  in  this  effort,  the  Pennsylvania 
nevertheless  went  ahead  and  itself  underwrote  the  entire  cost,  which 

f>f  the  transportation  feature  and 
tor  printing  25,000  copies  of  the  M’hole  [)amplilet.^^^ 

‘ See  pp.  S-18,  22-40.  47-51,  infra. 

^ See  pp.  10,  42.  54.  57,  infra. 

I IJe?;rin^;.s,  Part  XXHI.  pp.  10075-10076. 

' Iliid.,  pp.  10003-10004. 

^ Ibid.,  p.  10005. 

J *';Xbii)it  No.  3464,  ibid.,  p.  10472  at  p.  10473. 

^ Ibid.,  p.  10005. 

4-u^  T Sfibseqnent  efforts  to  collect  resulted  in  securinir  8*^  51*^  from 

fhl  'alley  Knilroad.  and  8500  from  the  Cheswick  & Harmar 

3CS  III,  p.'  S'p\*^To473.  holding  company).  Exhibit  No.  3464,  Hearings,  Part 
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^as-  being  paid  for  by  tlie  Pennsylvania  Railroad  Co. . 

Mr.  Wyer.  No."  , i „ 

Instead,  the  pamphlets  were  given  to  the  schools  as  educational  ma- 

furiol  Hut  out  bv  imlopendent  orgiinizution. 

WhUe  Air  AVvcr  denied  that  any  of  the  matter  contained  m the 
brSlmro  ' 'plopasancla”  for  the  railroads  - a letter  from  the  files 
of  the  Pennsylvania  Railroad  indicates  that  by  this  indirect  method 
it  was  possible  to  distribute  information  more  widely  than  if  it  were 
oriven  out  as  coming  directly  from  the  railroads. 

u lie7,me  i'nt  l.as  a <Ur«t  ai.peal  t„  ll.e  various  o,h,can..„al  gvoups. 

In  fact  so  o-reat  was  the  demand  for  this  brochure  that  the  rail- 
roads which  had  refused  to  help  finance  it,  subsequently 
idea  of  forming  a permanent  organization  to  continue  such  voiE. 

ORGANIZATION,  PURPOSE,  AND  IINANCTNG  OP  THE  EOUNDATION 

It  was  Air  J J Bernet,  then  jiresident  of  the  Erie  Railroad  and 
one  of  the  dirr^tois  of  the  Ohio'state  Chamher  of  Commerce,  who 
sii,r<rested  to  that  body  “a  naiioiiwide  edncatmual  camjiaign  to 
acquaint  the  jniblic  through  the  schools  and  by  other  agencies  with 
the  fundamentals  of  the  problems  of  fuel,  power,  and  transporta- 

* Pursuant  to  this  resolution  the  Fnel-Pqwer-Transportation  Foun- 
dation was  established  at  Columbus.  Ohio,  in  192 1 with  Air.  AA  >er 
in  charge.-"  d’hc  Foundation  stated  as  its  object  the  dissemination 
of  educational  material  through  public  lectures  and  the  distribution 
of  free  pamphlets  to  schools.--*  It  represented  itself  as  an  independ- 
ent organization,”  interested  in  the  ‘‘presentation  ot  tacts  only,  witli- 

out  conclusions  or  recommendntions.” 

To  finance  the  transportation  part  of  the  prograni.  the  Ohio  Umm- 
ber  of  Commerce  asked  the  railroads  to  contribute  $li..000  a 
three  years  through  the  Conference  of  Eastern  Railroads.-  But  this 
body  refused  on  the  following  grounds: 

* ♦ Our  stmlv  of  Ibis  situation,  however,  imlicates  that  the  railroa-ls 

make  tlie  greatest  progress  wlien  they  keep  their  public  relations  work  nbsolute  > 
Sn  their  own  hands.  Our  work  in  schools  and  colleges  l>as  been  steadi  y 

expanding  during  the  past  two  years  and 

us  in  close  touch  with  many  leaders  in  educational  institutions.  M e find  tl  at  t 
one  thing  they  are  inclined  to  fear  is  the  introduction  of  propaganda. 

i>.  10006. 

18  Ibitl.,  pp.  10006-10007. 

IS  mid  D ^ 0006 

20  Exh'bit'Xo.  3405,  ibid.,  p,  10405.  [Italics  supplied.] 

2iicxliibit  Xo.  3464,  ibid.,  p.  10472  at  P.  104t3. 

22  Exhibit  No.  3464-A,  ibid.,  p.  I04i4;  ibul.,  p.  lOOd*. 

ProP-am  supported  ^ 
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i railroads  and  holding  co*^ipanies 

r ,llro*nrt,‘are  n'ow  prei«,“  g^t“  TSS  “f  "■'‘'C' 

a )t  believe  that  ani  campaign  of  edacSn  ^ ^li  tf'  '?^^  "«  <"> 

1j  I’ly  received.  * ♦ * >7  euucdtion  in  the  hands  of  outsiders  will  be  simi- 

0 m^feLT  mfnlrjrt"^  “>  »”  .-"'mbers  of  the 

c mtfibution,”  the  PennsYkania'  Ra^l  * * proup  did  not  make  any 

canvassed  the  roads  hSimd  t “e»‘n  took  the  initiative, 

die  $30,000  necessary  for  d.ree’ 

H,  102s.  that^o^eSierela  'e«er  of  September 

b(  brought  out  that  the  ritilroads  ouer’uh  ? in  should 

br  night  out,  and  a f^ank  aSsLn  shiulfd!^^^  "ot  be 

th  it  the  railroads  are  a party  to  any  secTet  ^*^*‘^<‘  nught  be  advanced 

la.  dable'eK'o? tL"  iStiSe  and 

in  a,'^  on;s';,t£":'uhe  frce“™r  ''r  ■*  “> 

fdSlows:  subcommittee’s  hearingfiir 

T he  Chairman.  * * * \nm^  nf 

N::”r 

tio  !s" in  ordeMo'rokfne “'«<■  contribu- 

This  time  it  was  JI  Bernrf  >?  ■ confibutid. 

Oh  o,  who  took  the  leaden  n^drierforfmit'’'  H "’"  * 

a y.  -ar  for  five  years  was  needed  for Vlr  IwL  ; "^ged  that  $40,000 
of  . dncation.”  ^3  ]yjj.  Bernet’s  nl-m"  wicV?  ‘^‘’P^uuie  ‘diis  program 
gnv  $20,000  and  the  western  roudVu  ' '?  eastern  railroads 

van, a,  i\ew  York  C^nh'd  The  Pennsyl- 

agryd  to  contribute  to  tlie  Foundation  & Oliio 

met  itorious  service  for  the  railroads  ” bntldiP^  is  performing  such  a 

tere^tecl  \vas  the  Missouri  Pacific  THc  r.  ’/  ^vestern  road  in- 

peal:e  & Ohio  belono-ed  to  the  Van^^v/' ^ ^^'esa- 

$20,  )00  alloted  to  the  western  iroun'^'T" 

western  group.  According  to  the  Missouri 

oS?  VoiLfKl^'f K®rfe®  Nicklf  pilJfe.  WheeiT 

wS  o'*"-'  ibid.,  p.  10483 

«fi  p ibid.,  p.  10482* 

« lb  £ p.  ions!’®’ 
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Pacific  vouchers,  this  money  was  paid  to  Mr.  Samuel  S.  Wyer  of  the 
Fuel-Power-Transportation  Educational  Foundation  ‘Tor  services 
rendered  to  the  Missouri  Pacific  lines.” 

These  increased  contributions,  like  the  previous  ones,  were  never  re- 
vealed to  the  public.^®  Mr.  Wyer  contended,  however,  that  such  in- 
formation was  immaterial  as  the  railroad  donations  had  no  effect  on 
the  literature  published  by  the  Foundation.®^  In  support  of  this  claim 
he  read  a letter  from  a college  professor  which  said ; 

I had  some  doubts  about  the  motives  behind  the  thing,  but  upon  my  further 
examination  my  doubts  have  been  dissipated.  I wish  to  commend  you  for  the 
excellency  of  the  pamphlets  which  you  are  issuing.  * * ♦ i have  read 

practically  everyone  that  has  come  out,  and  nowhere  did  I find  the  first  semblance 
of  propaganda,  * * 

Furthermore  Mr.  Wyer  did  not  belieA^e  that  either  this  professor  or 
any  other  school  official  would  even  be  interested  in  knowing  who  was 
financing  the  Foundation,  since  the  material  was  purely  factual. 

The  Chairman.  You  did  not  let  him  know,  did  you,  that  his  doubts  were 
correct?  You  did  not  tell  him  that  the  railroads  and  utilities  were  paying  for 
that?  Do  you  think  that  those  school  teachers  of  Ohio  who  were  so  anxious  to 
get  this  would  have  put  it  out  to  the  school  children  if  they  knew  the  utilities 
and  the  railroads  were  paying  for  it? 

Mr.  Wyer.  It  would  not  have  made  a particle  of  difference,  because  they  were 
interested  in  getting  the  facts. 

The  Chairman.  So  you  do  not  think  they  would  care  whether  or  not  it  was  put 
out  by  the  utilities  and  the  railroads? 

Senator  Shtpste.\d.  They  thought  it  was  just  valuable  information  that  they 
ought  to  have? 

Mr.  Wyer.  Yes. 

Senator  Shipste.\d.  You  did  not  consider  it  propaganda? 

Mr.  Wyer.  No,  sir.“ 

ACTI\TTIES  OF  THE  FOUNDATION 

The  question  might  well  be  asked  why  the  Foundation  concealed 
the  source  of  its  funds  if  its  publications  were  not  propaganda.  A 
possible  answer  can  be  found  in  an  examination  of  its  activities,  for  it 
appears  that  in  return  for  their  contributions  the  railroads  did  exer- 
cise a certain  influence  over  the  work  of  the  organization. 

The  Pennsylvania  Railroad,  for  instance,  which  had  initiated  the 
idea  of  the  Foundation  and  was  responsible  for  raising  its  first  ap- 
propriation, also  passed  on  the  material  put  out  by  the  organization. 
A letter  written  by  a vice  president  of  the  Pennsylvania  in  September 
1928  states : 

We  return  the  pamphlets  prepared  by  the  Ohio  State  Chamber  of  Commerce 
through  its  Fuel-Power-Transportation  Educational  Foundation.  ♦ * ♦ 

"We  have  gone  over  these  pamphlets  from  time  to  time  and  find  them  to  be 
generally  acceptable. 

We  referred  them  to  Mr.  Ivy  L.  Lee.  Advisor  in  Publicity,  asking  him  to 
scrutinize  them  carefully  from  a publicity  viewpoint,  to  see  that  there  was 
nothing  of  an  objectionable  nature  in  any  of  the  material  * * *. 

We  see  no  reason  why  the  pamphlets,  as  prepared,  should  not  be  distributed 
by  the  Ohio  Chamber  of  Commerce,  and  feel  that  they  will  be  helpful  in  the 
general  interest.  * * * « 


37  Exhibit  No.  3476,  ibid.,  p.  10485. 
3*  Ibid.,  p,  10094. 

88  Ibid.,  pp.  10114-10115. 

^ Ibid.,  p.  10115. 

♦7  Idem. 

« Exhibit  No.  3478,  ibid.,  p.  10486. 
S.  Kept.  26,  77-1,  pt.  2 2 
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Another  letter  to  the  head  of  the  Foundation  qavc:  ‘W  i 

AVhe„  „sre.inK  („  eont.-ibule  to  Uti  In  ""X 

tion  tliat  “VontroversiMl  ^ d did  so  on  condi- 

bidween  coal  fields"  Avon  Id  not  it nulroads  or  as 
IVyeCs  te..i,nony  tins 


r„,™?  W<1  .voi,  1.,  an.v  of  srmlloo,  go  l.„„  ,„o  ,„ke  cargo  coal 

Mr.  \\  YEii.  No,  sir. 

S'  Wvir^o.'  ’‘“'>1  »l-""t  that? 

a it  was  because  It  was 

want  to  go  into  that?  ‘ -t^trnet  lot  the  Chesapeake  & Ohio]  did  not 

as  interrail'road  reLttntiins^ -oid  controversy,  so  far 

relationships  were  concerned.  ‘ >"d' Itusines.s  relationships  and  intergroup 

^Hon^^S'VrcS^  nie  loines  I^'ke- 

A irgiiua,  in  substance,  was  it  not?  ' ^ mines  in  West 

. Mr.  BRXN^(hllerf3o;!^!!gt’  fsay  1^’cvailed 

in?  tran.siKirtation  in  the  Tuterefts  of  tL'sta^^^^  study- 

of  advantage  to  the  Chesapeake  tS:  Ohio  ro  i ]t  'Situation,  which 

Ohio  and  running  them  down  in  Wo"f  ‘^hutting  the  coal  mines 

MiVT^eI^'yI's^  “"t  tha/'so?"^'  Chesapeake  & 

and  the  railroads  in  Oldo^'*'^  controversy  between  mine  operators 

<il<i  no,  go  i,„o  so.ue.biug 

of  time  and  bel'il." .many  tilings  we  did  not  go  into  for  lack 


to  liave  ' i<>lated?rs* stated  Foundation  appears 

conclusions  or  reconnnenilations^”  <>  JirWr®  ’ X "'.‘‘■““t 
tliis  statement  may  be  fo  < in  iii  - X ® interpretation  of 

dation’s  niaterial  m,  Muscle  Sllllals.  <=u"<-'«n,ng  the  Foun- 


Tlie  ClIAIKMAN  * « VovA'  it 

was  it  for  or  against?  ^ to  y„ur  lecture  on  Muscle  Shoals, 

ThP  Piyfr!'  -ave  the  facts. 

Mr  AV™  Whnf  <he  facts. 

■ ..  A\  hat  the  Army  engineers  agreed  w<*re  the  facts  * * * « 

statement  "as  the  followmg 

merely  .ai,  c, pm, '!,.g  wedge  o”  rumm,r^n?eUVlrtor  teXorSn 

fiict.'’  agfced  that  conclusion  was  not  based  on  the  findings  of 


ibid.,  p.  10400 

4'  ibid.,  p 10401 

- ndlil’p.  P-  to^'^9- 

hxhitiit  No.  .'J4G5,  ibid.,  p.  1047G. 
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The  Chaibman  Was  the  statement  made  in  the  findings  of  the  Army  engi- 
ne^s  thaMt  wts'tbe  opening  wedge  for  Government  ownersb.p? 

Mr.  Wyeb.  It  was  not.” 

. 1 • k * Urs.a  in'.  Lv  Air  AVver  were  reclamation  oi  waste 

, °i  “■  flX  vvaSwuvs  Kvay  competition,  coal,  oil,  electric 
lands,  Xr  instances  he  drew  conclusions 

po\Nei,  ai  ^ iic-iAiiirtlAlp  “facts’’®^  Furthermore,  it  is  esseu- 

cl^^lwpetns  X iactnal  material  know  all  the 

tial  that  peisons  letci  ^ TTuel-Power-Transportation 

re'Je:,:!.' t,^;  of  its  connectAs. 

ra  ...♦**  \11  Of  this  Tiropaganda  yon  were  putting  out  with 

reX.?“to- Wifgatlo,,  and  r^ 

rJefXrSX""  ^a'-' 

and  the  puldic  utilities.  ^ 

Mr  Wyek.  That  is  correct.  . • , • 

Mr.  Wyer-s  belief  in  the  impartiality  of  U.e  Fo«f ‘d™ 

^llow^Hier, 

All  of  the  pamitblets  are  ol  8'™*  tlTs' irto''l« 'used' for 

S.‘ra'S'll,ar,o'^«trS^^^^^^^^^ 

P\nflentlv  there  were  other  criticisms  of  a similar  natuie.  in  - oi 

the  Xm^ioXrattged  its  name  to  Mr. 

The  reason  for  this  change  was  given  by  Mi.  \A  }ci  m a leite 

Bernet : . ..rr  « 

In  order  to  get  away  from  some  I Save 

SS”;^.e^X''on“™r■„S 

“The  CiiAiUMAN.  In  other  ^^o^ds.,  no  you  would  sav  that  the  public  had 

iu’ huerelit^wbir 

mhicb  to  get  n better  wapt 

::¥,;e  cSaS;.  i.v:„ld-teet  sort,  tor  labor  It  they  were  deprived  ot  tUe  r.gb,  to 
strike.”  (Ibid.,  p.  10118.) 

Ekhibi'^A'o.^S^G  ibi^  hearings  Mr.  Wyer  was 

M Exhibit  No.  3406,  ibid.,  V- xJ^v  He  was  able  to  recall 

asked  to  identify  the  >^^oup  of  educa^  sug^restioii  M;as 

gfvlnTMT.“wVe?  when  heTet  tuTs  professor  on  a train  going  to  New  York  City.  Hud.. 

heaH^^  Mr.  Wyer  also  gave  a somewhat  different  explanation  of  the  purpose 
‘‘XhrCifAum  Why  was  it  you  changed  the  name?  Was  that  to  lead  the 


7>7^jVposin'^For  the  simple  reason  that  we  were  doin.g  very  much  that 
^■"?Ti7'cHA.a"\'x^  reclamation  and 

from  transportation  over  to  religion? 

“Mr  Wyer  I Mould  not  say,  ’changed  to  lehgion. 

“The  OH.URMAN.  I mean,  ymir  o^'^^axuzatiom  phan-e  ” (Ibid.,  PP-  10124-10125.) 

“Mr.  Wyer.  The  whole  question  deals  ^Mtn  social  cuaucc.  ixuiu,  if 
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Certainly  Mr.  Wyer’s  material  was  received  by  a large  public.  In 
addition  to  wide  distribution  of  pamphlets,  he  lectured  in  the  course 

of  lour  years  860  times  to  over  a quarter  of  a million  persons  in  school 
as  well  as  a large  number  of  adults.*® 

A program  of  education  reaching  hundreds  of  thousands  of  persons 
can  wield  a trem^dous  influence.  When  such  a program  is  concerned 
with  questions  affecting  the  public  interest,  it  is  of  the  highest  im- 
portance that  the  public  know  all  the  facts  which  might  have  a bearing 
on  the  validity  of  the  information  it  receives.  The  Fuel-Power"l 
1 ransportation  Educational  Foundation  by  concealing  information 
about  the  source  of  its  finances  was  witliholding  knowledge  which 

nSn  Its  publications,  and  the  railroads  whfle  recog- 

nizing the  pi’o-railroad  bias  of  the  Foundation  and  aware  of  the 
danger  in  not  disclosing  their  contributions,  nevertheless  continued  to 

Foundation,  thereby  condoning  this 
method  of  “secret  propaganda.”  ^ 

RAILROADS  AND  THE  TRUCKING  INDUSTRY 

u problems  which  have  beset  the  railroads  in  the 

last  decade  none  has  concerned  them  more  than  the  growth  of  com- 

fhlvT' • *^‘«^;iP«"^^tV«’^-pai'ticularly  the  tremendous  inroads 
w made  by  the  use  of  trucks  as  freight  carriers.  In 
ing  state^^t  Association  of  Railway  Executives  issued  the  follow- 

has  grown  steadily  until  the  volume  of  traffie 
token  from  the  rails  has  assumed  serious  proportions.  Today,  an  ever-increasimr 
olume  of  the  railroads’  most  productive  tonnage  is  being  transnorted  bv  trunk 

tZ  is  loore  iZo  we  recaU 

the  fact  that  almost  every  dollar  of  revenue  taken  by  trucks  decreSertli  rfei 
rail  revenue  or  adds  to  the  deficit.  uecreases  tne  net 

iiivasion  of  the  long-haul  field  is  particularly  serious  In  the  nast  two 

p oSle""‘‘%'"*  Th^'tof ""  ^onger^Suls  by  tru'ck  moT: 

° , , • , tonnage  so  moving  includes  butter  tires  fruits  nnri 

^ estimated  that  the  “railroads  lose  at  least  two  billion 
dollais  in  revenue  annually  from  freight  wliich  moves  by  highway.”*^ 

life^of  tro^d^Tll^^' W *^elief  that  competition  is  the 

te  of  trade^  the  introduction  of  new  forms  of  competition  is  always 

a pot enhal  threat  and  industries  have  evolved  many  methods  of  meet- 
ing such  challenges  to  their  business.  This  section  of  the  report  is 

raiir methods  adopted  by  various  railroad  and 
It  k w associations  to  combat  the  inroads  of  the  trucking  industry. 

It  IS  not  a method  designed  to  meet  truck  competition  by  improvement 
of  railroad  service.  Nor  is  it  a means  for  adfusting  the  railroad  in- 

v^hiiL^n  1?^^  certain  functions  for  which  motor 

ehicles  aie  especially  adapted.  Rather,  it  is  a program  planned  to 

oTkgal  haulers.  ' ^^“^Petition  by  the  erection  and  enforcement 


“Hearings.  Part  XXIII,  p.  10109. 

ftid.  J‘m602  atS^m604.^^^^  P‘  ^^539. 

Exhibit  No,  3543,  ibid.,  p.  10542.  See  also  ibid.,  p.  10168. 


See  also  Exhibit  No.  3012, 
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This  program  had  its  beginnmgs  " f 

‘CaSt:  — ent  o, 

such  laws,  ordinances,  and  regulations. 

the  IOWA  RAILROADS 

A prime  m^er  in  the  raitaads’  ^rior'™  wl 

industry  was  Mr.  Josepli  H.  y.  . Truckers  Association  and  a 
Mr.  Hays  was  general  counsel  1“, '>'«  y™  t,  “i;  Association  Execu- 

member  of  *e  exeram^^^  knowledge  of  the  trucking 

tives  of  Anieiica.  ^T^r»incirm  thnt  the  railroads  could  do  much 

business  he  arrived  “V,t“"£“i„dust^  flowed  the  right 

to  offset  the  pre"  *>»  ^ 

FnTowa  » and  in  Mardt  o'i  that  year  he  was  hired  by  the  «x  roads  for  a 
period  of  1°  jjf  lettei^rthe  president  of  the 

y wa  Ranfays  in  which  he  defined  the  purpose  of  hts  new 

job  as  follows  ...  ,0  cariT  pa  a camnaiga  relative  to 

me  eooralaatlo'a  of  railway  and  Wghwar  .ra..s,»r,aUoa. 

the  chairman  of  that  organization. 

ea'ordinaltoa'  oTrSr'aad"  ^ *” 

the  be.st  interests  of  both  methods  of  tianspoitotio  . 

S and  ti|e!i 

butter.^  Mr.  Hays  kggested  the  fol- 
lowing plan  of  action:  ....  ean  be  eliminated  by 

Substantially  all  of  the  limitations.  Substantially, 

the  application  and  enforcement  of  - eliminated  by  the  application  of 

--r  naSed"rr-atS-.o=s  s 

5ti?g  ;!Sg^i^,=^u.d  tmo  io.„ 

ment  under  them  well  started  within  60  days. 


5»E®hibif  No.  .3.531,  ibid.,  PPj.  lllinoiB  Central:  Chicago,  Milwaukee,  St. 

•»Ibid.,  P.-  10192.  Chicago  & Western  ; Chicago.  Burlington  & Quincy. 

Paul  & Pacific;  R'lcA'  Inland  • Chicago  ur 

61  Exhibits  Nos,  rjia.,  up.  xvo  , 

62  Exhibit  No.  3529,  ibid.,  p.  1051| 

; K8  ^ a & A.  I®rii0522, 
iSi!  NO.  3Mi:  !“■:  p'  S«>  p 
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cha„.„,a„  o ,he  Tn.ck  AssociLior^!x:''ti‘i;s\fcS^  "■>' 

«Pon  ^he  country 

pZition"^*"'*"  are  kSrZZllri,r\LSf  tmS 

the  fac^that'he'™  wo^t^Tng  possible 

Iowa  railroads  he  said.  ^ i-nlioads.  In  a report,  to  the 


n>if}i  the  railroad 
be  iiiipracficahle. 
Part  of  my  work 
however^  in  mOi'e 
Iowa,  ir  was  iny 


industru  romection 

and  I do  not  attempt  to  ^gZe  'w  SLtU^" 

J.s  carried  on  without  anv  fumnni/af 

or  /C.VS  under  cover  Umiei-  ^ -secrecy;  niiteli  of  it, 
conclusion  it  was  better  to  allow  l’^^“''ailing  in 

employment,  rather  than  to  \ perate  ^o  mr 

a >-epresentative  of  labor.  I "nclSd  . , .i  «»«ne  association  or  Z 

would  out,  and  that  it  was  better  to  d io  Lf IJK*ts 
tnith  as  was  necessary,  J Jmve  f/cvernihi  outset  as  much  of  the 

a thorough  studg  of  motof ^ ^>Wd  in 
10  niHirag  Iruungortation : \o  determine  (' nml  it's  relationship 
its  Mow:  the  causes  tl mis  /o-ow  h • nd «te 

of  possible  means  of  meetiii"  trur-l.'  coytmuance;  the  analvsi-j 

in )s.sibi lilies  of  litting  the  two"^ serves  t()g?Zr'^“'hi ‘•"‘I  the  evaluation  of ‘the 
ijnnfg  to  conduct  mg  activities  rr/St  festfoa  <Wr- 

aho  intiTcstcd  in  stimulating  the  cnfnrLZZt  ' J ! fiot  I am 

(1  limited  numher  of  persons'! and  ftnlu  tt?oZ  i is-knoum  by  only, 

neeessarg  to  impart  this  mforaSL  Li  Zeus  <i^>ZtntZ 

careful  to  make  it  clear  that  I am  emplovZlw  al  connections  I have  beeli 
in  low;.,  rather  than  any  one  iii.li\  i,hial  , -m-ier  1 i Pf»icipal  lines  operating 
noils  from  a traffic*  slandpoint.'*”  ' ' * omUm  to  avoid  possihle  reac- 


meiit  of  eSstiilp  lat’s  wKl  tlr/ci'iirtSt"of'r  (he  enforee- 

neefion  wi(h  enfocce.nen,  th,.t  Mr. 

JIrB„ow»,.  . . 'V.a.p.r(,  Mr.  Ha,v. 

n “o,  ev™. 

was  conducted  and  in  what  respect  it  was  onJror-  ®t‘(i  out  how  it 

trucks  and  ‘'i'serZtW'Zratfons'mZlf sZetZ 

.v»e  wore  ge,  It.  ,„„  « 

Mr.  Ha3^s  w\as  materioallv  assister]  in  thi . u i 
rnihvay  staff.s,  though  the  LicealmLt  of  h "t’’ 
work,  not  their.s.  A report  submitted  bv  TVr  ^ I.i'^'^t'oad  hand  was  hi.s 

...dlines  the  elaborate  a, -stem  he  aet  „p  f..t.,tifei„g  ^'.^ohVes^^ 


to  loanMirthe^So* "'"T  "'•‘•'"‘i™ 

oontaflo.  ■-'oiiplpoxiannationsworomaflpn.  fo^i.  r,  "diizp  tlipsp 


^"Exhibit  Xo.  .‘^5^0  ibid  n in-.io 

i'>i^h;p.’ 10522  at  p.  I052:t. 


4 


i 


RAILROADS  AND  HOLDING  COMPANIES 


11 


fisiires  This  information  was  sent  to  employes  in  Iowa  and  Minnesota,  par- 
ticnlarlv  wlui  the  idea  that  reports  as  to  such  in.stances  be  made  hy  wire  to 
certain  designated  oMicials,  that  tlie  information  then  be  relayed  to  me,  and  “C 

relayed  to  an  inspector  covering  a sector  of  the  highway  over  ’'’{ZViiirt 

woiiUl  he  .)hlig<“d  to  move,  with  the  description  of  the  truck  mid  tune 
included.  Allhoiigh  this  pl:tn  was  not  developed  to  its  iiossihle  degicc  of  h 
we  had  a minilier  of  instances  in  which  the  application  of  the  iilaii  as  since. Mii, 
notahlv  among  these  lieing  the  a,iprelieiisioii  of  a 

2 o'clock  in  the  morning?,  showing  an  aggregate  weight  of  66.UX)  iiouikL. 

After  heavy  truck  movements  had  been  uncovered  m this  nianner. 
the  next  step  was  to  get  police  officers  to  take  action.  Mr.  Ha.vs 

encountered  wnsiderable  difficulty  in  carrying  out  this  P^oftt-inu 
program  and  to  foster  enforcement  he  proposed  a system  ot  ottmng 

rewards  to  the  police  for  making  arrests.'- 

Mr  Brown.  * * ♦ M'hat  did  yon  have  in  mind  liy  a reward  system  t 

Mr'  Hays  tVell,  I thought  that  oftentimes  city  officers  have  so  many  other 
thfri".;  to  tl'.!t  Vl,e.v  to  ,.»t  pvltpncp  vpry  mneh  i„terPPt  In  thP  «,l..mtopi. 

Of  law^s  of  that  character.  I thought  it  would  be  a good  idea.  As  a matter  f 

fact,  it  did  not  work  out. 

Mr.  Brown.  Mlio  ivas  to  pay  the  reward?  .1  .,,wi 

Mr  HAYS  I tliought  it  would  he  a good  idea  for  the  railroads  fiaiikl.i  ami 

openly  to  offer  rewards  for  the  arrest  and  conviction— that  is,  nominal  re- 
wards—of  those  guilty  of  violating  the  law. 

Mr.  Brown.  Did  the  railroads  cooperate  with  you  111  connection  iMth  ’bat. 
Mr.  Hays.  They  thought  that  to  some  extent  it  might  work  out.  It  ^^as 
perfectly  valid  but  it  was  not  feasible. 

* . * * -►  * * - 
Mr.  Brown.  Was  there  any  objection  on  the  part  of  tlie  railroads  tliat  it 
might  not  be  very  well  received  by  the  public  if  the  railways  were  to  offer 
monetary  rewards  to  jioliee  offii’ers  who  arrested  truck  drivers? 

Mr.  Hays.  There  was  some  question  about  it.  It  was  not  encouraged  very 

enthusiastically.” 

Instead  of  offering  rewards  directly  on  behalf  of  the  railroads,  Mr. 
Haj'S  snhseqnentl,v  arranged  to  have  them  ort'ered  as  purt  of  a safety- 
campaign  put  on  by-  the  American  Automobile  Association.  lie  pei- 
snaded  the  association  to  include  the  prosecution  of  truck  violators 
as  well  as  reckless  drivers  in  their  safety  program,  and  suggested  a 
sy’stem  of  rewards  for  ari'csts.'*  ]\Ir.  Hays  found  this  to  he  a jiarticn- 
larly'  effective  means  of  carrying  out  liis  work  and  described  his 
contribution  to  it  when  he  said,  “I  donated  the  printed  posters  and 
reward  application  blanks.” '•’* 

The  second  part  of  the  railroad  campaign  against  the  trucking 
industry^  was  the  enactment  of  new  ordinances.  The  inost  danger- 
ous threat  to  tlie  railroads  was  the  eiBrance  of  trucks  in  the  lomf- 
hanl  field.  In  order  to  stop  this  development,  Mr.  Hays  made  the 
passage  of  antitrailer  ordinances  a main  objective. 

In  order  to  liaiil  fsiifficient  cargo  in  one  unit  to  make  truck  transporiatioii 
profitalile  in  the  long  haul,  it  is  in  almost  all  instances  necessary  to  use  large 
size  trailers.  To  strike  at  the  operation  of  these  units.  I designed  a trailer 
ordinance  to  prevent  excessive  loads  to  he  passed  liy  cities  and  towns,  under 
authority  granted  to  them  hy  an  old  statute  which  had  never  l)t'en  exercised 
heretofore.  My  plan  was  to  set  up  a wall  of  these  ordinances  at  the  Mis- 
sissippi River  * * 


■o  Exhibit  No.  .‘5532.  ibid.,  p.  10522  nt  p.  10.527. 

Exhibit  No.  3531,  ibid.,  p.  10.510  at  p.  10,521 
’a  Ibid.,  pp.  10104-1010.5. 

’’Exhibit  No.  35.32.  ibid.,  pp.  1 0527-1 0.52.S. 

IS  Exhibit  No.  3532.  ibid.,  p.  1052S. 

’«  Exhibit  No.  3.5:52,  ibid..  D.  10.520. 
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testimonTwore  were  brought  out  in  Mr.  Hays’ 

ea\  've  Coa,.,  4* 

jir:  ‘'■' 

~ at 

'>‘’  ™«‘0e  Of  tUe 

• - a.  ±liat  M as  uiy  original  idea.^ 

laws  ‘'ire  suggests?  by  wLaT^tS^  promoting  passage  of  these 
2o0  employees  directed  by  the  railrmr^  ^^venport,  Iowa.  Here 
obtaining  signatures  to  petitions  requesth^  assigned  the  task  of 
tiailer  ordinance,'"  anci  here  under  fif  ^ rouncil  to  pass  a 

ttves  Of  the  Taxpayers’  as  ""re^ples^mtl 

Another  type  of  law  which  Mr  Hnvc 
was  weight  ordinances.  He  foimd\hat\lirt'?^  "«‘'^cting 

towns  and  cities  to  pass  and  , difficulty  in  irettinS 

could  not  atford  to  purchase  the  'T^^Sht  ordinances  was  that  they 

weighinVtS 

& Decker  Alaniifacturiim  Co  boSf  ^ ^ company,  Black 

the  salesman  into  certain  ley  to  wns^^^^^^^  ^nd  sent 

c ty  council  to  pass  a weight  ordtnanc^ani  '“^«ce  the 

his  scales  until  enough  fines  had  ’ allow  the  town  to  use 

pay  for  the  puroheee^f  a set  of  scales  .■  T cotnmuuity  to 
tl“'t  Mr.  Hays  did  not  eve.i'  iueh  e was 

bulletnis  to  the  railroads  but  eiubodierl  ;/•  confidential 

™Tt  ::r;::‘  :;r :f- 

- 'US  eaprai’’ in  nly^u «pen*s' 


7s  p-  10164. 

™Kxhuat  No'  r- 

see  also  IMU..  pp.  10l7g-ioiT3 

«S1SS  S;  iii:  «;;  . >-|L 
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At  this  subcommittee’s  hearings,  Mr.  Hays  acknowledged  tiiat  'Hii le 
this  enterprise  was  highly  successful  m stimulating  the  we\to 
trucks  it  could  not  be  characterized  as  other  than  deceptn  e. 


Mr.  Brown.  Whom  did  he  say  he  represented?  ^ ^ ^ 

Mr.  Hays.  He  saUl  he  represeuted  the  scale  compai  j 
Mr.  Brown.  Who  owaied  the  scales? 

Mr  Hays.  We  owned  the  scales.  i ^ t *> 

Mr.  Brown.  And  by  “we”  you  mean  the  railroads  of  lo'Ra . 

5lr.  BRmvN.^LHd  he  tell  people  that  the  scales  belonged  to  the  railroads? 

Mr  Hays.  No  ; I do  not  think  he  did. 

l.e  ,as  interested  in 

•nrSv?  niaVSa?'^^^  deception,  in  that  ease, 

Mr.  Hays.  In  that  case  ; yes,  sir. 


One  other  aspect  of  Mr.  Hays’  program  deserves  mention  To 
promote  publicity  in  favor  of  the  railroads’  campaigii  he  retained 
\n  experienced  newspajier  man  to  put  out  a publication  knov  n as 
The  Slsportation  Bulletin.-  This  bulletin  was  lurnished  f ree  to 
the  newsiiaiiers  of  Iowa  and  contained  largely  stones  ot  av  ^ 
lionrby  tnu-k  interests.-  Mr.  Hays  reported  to  the  railroads  that 
by  this^iieans  he  had  “been  able  to  stimulate  the  prmtnig  and  le- 

nrintiiio  of  a great  maiiv  stories  henehcial  to  our  cause. 

^ The  Transportation  Bulletin  was  sent  to  newspapers  without  an\ 

. for  hv  the  railroads  or  that  they  had 


1 hut  It  was  a free  news  service  "wiiicn  nas  il-acl^ii^  ... 
lad  cmiditlons,  and  facts  relative  to  competitive  forms  of  trans- 
portation.” 


Mr.  Brown.  You  did  not  stare  it  was  l,eing  linaiice.l  by  the  Iowa  railroads. 

Mr.  Hays.  No.“  • i i 

When  Mr.  Hays  completed  his  10  months’  einplojmient  .periotl,  he 

submitted  a final  report  to  the  six 

'Ihere  is  no  word  in  this  entire  report  to  indicate  that  Mi  Hajs  ha^ 
done  anything  to  promote  the  coordination  ol  lail  and  111^11  ay 

nnsporu.tio.';;-  allhough  be  bad  repeatedly  “ X‘>“f 

the  purpose  for  which  he  was  employed.®^  Instead,  he  stated,  liy 
oiynal  objective  «as  to  substantially  elim.nate  the  oi.| haul  mo 
ment  of  automobiles,  tires,  and  butter  kv  "yt™' I';,  " 

the  evidence  in  his  posse.ssion  he  believed  that  he  had  ^ 

succeeded  in  this  endeavor  but  had  also  practically  eliminated  t 
movement  of  fruits,  vegetables,  beverages,  and  miscellaneous  geneial 

freight  by  truck.®® 


8^  Ibid.,  p.  10175. 

® Ibid.,  p.  10173. 

8«  Ibid.,  p.  10170.  , iCiKoo 

K\liibit  No.  3530,  ii>id.,  p.  10o33. 

S’*  Exhibit  No.  3532,  iOid  , i>.  _10o2y. 

Exhibits  Nos.  3530  3;.37,  PP-  10o.>3-10o3  < . 

•"  Exhiliit  No.  3530,  il)id.,  p.  10533. 

i«Exhi’bU  pp.  10522-10^.30. 

“uild"  iV^W«3.  10171  ; Exhihits  Nos.  :1529,  3560.  ibid.,  pp.  WMS-lOoUi. 

* Exhibit  No.  :!.’i32,  ibid.,  p.  10»2_. 

SO  Idem. 
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the  westebn  association  or  bailwat  execdthes 


gested  to'X'’ WeX™  A Hays  sug- 

wS  s&  ^ r s: 

sociation  on  February  10,  1934^  hired 

contmue  and  expand  his  program to 
no  different  from  those  of  thp  Wn  -i  of  this  body  were 

ciatmn  of  Railway  ExecutivIs^Se  no  Western  Asso- 

ttp- rail  ani  high^  tran±^^^^^^  ^^ishing  to  “co- 

their  files  states : ‘*nspoi ration.  A memorandum  from 

being  moved^^  trucks-" collectively  recapture  much  of  the  ton 
r definitely  slow  up  t^e 

operations."  The  special  adva^Ae  ofThis  “"ir"  "'otor-vehicle 
pointed  out  in  a memorandum  to  ft,  a®  calling  was,  as  Mr.  Havs 
Executives,  that  “the  mme  Zt-  ^ f Association  of  Railway 
violations  of  the  motor-vehicle  laws^th?^Z^t^^  TZ  arrested  for 
bail-bond  service.”  ^ Obviously  Mr  li"  the  demand  for  his 

launching  a law-enforcing  drive  mid  un2^ ' u for 
promptly  embarked  on  thfs  p^o^'^t  ^ ’ guidance,  he 

with  many^'i^ft  of  being  already  acquainted 

lally  when  he  called  on  them,  requestinVthZ  r^  States;  natu- 
truck  violators,  and  gave  as  bis  reason ^‘t he  against 

bond  business”  they  accepted  the  statZeut  nt  f 
perfect  method  of  disguising  the  ?aZoZ«  " i • ^ more 

mg  industry  could  hardly  be  evolved  a^d  if  nV  ^ruck- 

WHgVtlZere"^  --'e  4ark 

record 

®.^ow  that  in  September  IQai  bail-bond  business  but 

The  National  Constitution.^  Mr  Wright  df  editor  of 

Mr.  Hays  as  “an  independent  R^nnwf  described  this  magazine  to 
by  a group  of  outstan£g  ""  d?fe^ "Z""”  * * *^  backed 

with  the  survey  you  desire  proj.er  contact  in  connection 

Potting  out  u ques- 
policy..  Under  the  gui*  UrVtCg2h\u^ToZ 


^ iS’l "■ 

® Fdem^“  p.10543.®'*®'  supplied.] 

® Iflem. 

* Idem. 

» Jdenf  ‘ *bid..  p.  10552. 

Idem. 

» Exhibit  No.  3556,  ibid.,  p.  10553. 
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naii-e  Mr.  Wright  secured  entren  to  car  realers,  shippers,  others 
Tho  “re  able  to  furnish  information  on  truck  movements.*  For 
totanron  Sptember  13  Mr.  Wright  wired  Mr.  Hays’  office  as 

follows:  A,  T,  • ii.no 

^ California  Caravan,  IQ  ^ 

morZg  cS?2™l-e  all  numbered  with  white  chalk  in  hookui^l  to  19.“ 

This  information  was  then  relayed  to  railroad 
Doints  who  could  take  the  necessary  action  in  reporting  it  to  Sta 
Officials  who  in  turn  would  halt  the  truck  caravans  to  collect  fines  or 
taxes  “ It  will  be  noted  that  this  strategy  had  also  been  employed 

lr*e  Iowa  campaign,  but  the  full  expression  of  ite 

brought  about  through  the  impersonations  of  the  resource tui  Air- 

^The  effect  of  these  activities  on  interstate  commerce  is  revealed  in 
a letter  Mr.  Hays  wrote  to  the  representative  of  the  Western  Associa- 
tion of  Railway  Executives  in  Kansas.  Urging  passage  of  a caravan 

act  in  Kansas  he  said : 

nrie-iTvillv  the  caravaners  only  cut  across  a short  corner  of  your  state  lathe 
SoSieaTt  Howeve^  «f  the  caravan  act  ^ Oklahoma  and  New 

Mexico  and  the  pending  enforcement  of  the  act  in  Nebraska  and  the 
enforcement  of  tfe  acts  in  Wyoming  are  causing  many  caravaners  to  detour 

through  Kansas.^ 

Another  member  of  Mr.  Hays’  staff  was  an  engineer.^^  In  the 
summer  of  1934  he  conducted  a study  of  U.  S.  Highway  No.  40  m 
Kansas  and  concluded  that  about  75  percent  of  the  concrete  between 
Kansas  City  and  Topeka  bad  failed  as  a result  of  heavy  truck 
traffic.^*  These  conclusions  were  then  embodied  in  a brochure  and 
distributed  to  the  member  roads  of  the  Western  Association  of  Rail- 
way Executives.'®  The  nature  of  this  pamphlet  may  be  judged  from 
a letter  written  by  Mr.  Hays : 

When  his  study  was  completed  I then  conferred  with  an  advertising  concern 
here  in  Ciiicago,  which  I have  spent  some  time  in  educating  in  a general  way. 
Thev  wrote  resume  of  the  study,  enlarged  the  photographs  and  set  out  the 
conclusions  in  very  forceful  style.  I was  a little  hesitant  ^about  circulating  a 
pamphlet  of  such  a degree  of  temperature  over  onr  signature. 

The  association  might  well  have  hesitated  over  making  public  this 
studv  for  at  the  subcommittee’s  hearings  it  appeared  that  the  use  ot 
trucks  had  little  if  anything  to  do  with  the  failure  of  the  concrete  on 

Highway  No.  40. 

\Tr  Hays  ♦ ♦ * You  see,  many  times  railroad  people  will  make  the  siat^ 

ment'that  the  use  of  heavy  trucks  is  destructive  to  roads,  and  then  someone  wm 
saV  Where  and  when?  And  the  railroad  people  are  pretty  hard  put  to  Jo  ^ 
S.le  to  cue  specific  instances.  That  was  a graphic  instance.  Perhaps  Senator 

>rm  if.  an„  , I«o.»  «,hy  it  falUi.  The 

concrete  mixture  was  not  the  proper 

• Exhibits  Nos.  3550M3p7,  iWd  pp  10550-10554. 

M Exhibit  No.  3551.  lOld.,  PP.  10550-10551. 

11  Exhibits  Nos.  3552-4  Ibid.,  p.  10551-10.152. 

“ Exhibit  No.  3577,  ibid.,  p.  10o70  at  p.  10o71. 

w ExhibU  No.”  35R6,  ibid.,  pp.  10576-10577. 

i*Exhibft%o!^3586!”^^^^  p.  10576  at  p.  10577. 

11  Ibid.,  p.  10202.  [Italics  supplied.] 
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scientific.18  Hovv4v  impartial  and 

Wng  paid  by  a partial  sou?ce"«°eVellm  rail”/  ‘5"  *>'= 

tific  findings  were  incomplete.  '^esti  rn  i ailroads,  or  that  his  scien- 

clid  you?  the  railroads  paid  the  bill  of  this  e ' 

Mr.  Hats.  Certainly  not.  ' 

f”"'"-'’  Hi«  Senator 

The  i::b:;:::rr::T,r:rr!  -- 

explained  by  tlie  difficulties  tlwt  aroi'  li’  P“rt'nllv 

open,  riirough  Mr.  Hays’  oroanfza  ti,  bni'  »>>« 

^veral  Stale  legislature.;  inovid  ,o  Z h ''"'■"'hiced  into 

One  such  bill  was  defeafe,/  in  To  ? be/..  ^ ™ trucks.”* 

engineer  of  the  Iowa  Highway  Co,  l usshm  ^tb""™/'"^  <>>"<“< 

their  hands  too  visibly  and  tl«  any  ,,?  ,,  i ’ railroads  had  shown 

the  purpose  of  the  bill  recognized  t as  a, ! 'T.  “!  ""  f’'"nliai'  with 

nut  of  bnsines.s;  and  that  7onse<iuentiri?  w™‘’f  r“  ‘t''* 

it  got  well  under  ivav.”^  ^ tlefeated  almost  before 

of  p'r  7enir;^^^^  over  the  nuestion 

Association  of  RailAvay  ExeeiitiA^es  mdl^vnv  Western 

Legns  ature  to  pass  a port  ^f  ei  try  " Iowa  State 

coiisideralioii  a business  man  in  Sioi.i'  Cb,  ™‘"«  “I>  for 

Iowa  as  follows : I“J  wrote  the  Governor  of 

Hie  lea, s, a, are  or  aav  offlCa,  „r 

SS«rl  "f  .'“'T*'?  rcpresSa  the  rereiere""™f  »' 

ted,  IS  not  enforcible  becau'^e  it  i«  tm'  • • pioposed  legislation  if 

unable  to  enforce  the  provisions  and  the  penaltle.-f y«u  will 

house  of  ^’«Pr4^eitrtives  by  o^^^  the  Iowa 

M’ith  the  exemptio?s\ow  attLhedTo  ^ and  asinine 

Pf.y  for  the  costs  of  enforcement  and  I n ues  oVv,^^^  in.sufficient  to 

of  legislation  of  this  kind  grantinir  'vhether  you  can  pass  a niece 

Within  the  constitution.  Later  these^expomirn' scheduled,  and  have  it 
to  real^e  revenue  from  the  inlwcemeuT^^^^^  withdrawn,  if  jmu  are 

vou  iviV’/*’*^”*?  ^I'^etment  of  this  bill  into  a li!l^‘'  if ^ considerable  slush 

>ou  Mill  be  votin^^  airainst  Hip  win  ^ '’ote  in  favor  nf  if 

of  heiiefitiiig  from  the  slush  fund  alleged  to^L^avallalde  “ ®^^®Pieion 


“Ibid.,  pp.  10202-10204 
Ibid.,  p.  10204. 

Exliibiig  Xos  ar»7/I--‘?TQn  *>roo 

xhibit  .No.  O..80,  Ibid.,  p.  10572  at  p.  10573. 
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At  the  subcommittee’s  hearings  Mr.  Hays  discussed  the  merits  of 
ports  of  entry. 

Mr.  Hays.  There  was  a good  deal  of  objection  to  those  port  of  entry  bills. 

Mr.  Bkown.  Do  you  mean  on  the  part  of  local  communities? 

Mr  Hays  I would  not  sav  on  the  part  of  local  communities,  but  there  was  a 
eood  deal  of  objection  on  the  part  of  those  using  the  higliways  fur  transportation, 
because  ports  of  entry  were  very  effective  in  making  those  using  the  highways 

actually  pay  what  they  were  supiiosed  to  pay.  , i... 

Mr  Brown.  And  it  had  another  effect,  to  set  up  a tariff  wall  amuiul  the  State. 

Mr  hays.  No ; although  that  wms  the  view  expressed  a good  deal  by  tho^ 
otmosing  the  bills.  They  seemed  to  abhor  the  idea  that  they  should  be  made  to 
pay  the  tax  provided  by  law.  * =►  * I do  not  see  anythmg  wrong  with 

providing  efficient  machinery  to  collect  such  a tax.  „ 

Mr  Brown  But  if  the  tax  is  different  in  one  State  from  that  in  anotln  r ^^Liif- 
and  you  start  a system  by  which  at  the  State  boundary  trucks  are  stopped,  it 

becomes  a tariff  wall. 

Mr.  Hays.  No.  * * * 

♦ ♦♦*♦** 

Mr  Brown  The  point  here  made  is  not  that  trucks  phonid  not:  pay  projiei  taxes, 
but  the  effect  on  the  movement  of  interstate  commerce  by  reason  of  Imviiig  a senes 
of  different  taxes  enforced  by  different  States  at  their  boundary  lines.  Is  that  to 
vour  mind  an  intelligent  way  to  handle  the  national  transportation  problem? 

Mr.  ilAYS.  I would  say  this : If  any  criticism  is  warranted  tln>re  it  would  be 
better  directed  at  the  way  the  highways  are  used  by  trucks,  than  at  the  machinery 
provided  for  collecting  the  proper  tax. 

Mr.’  ^TYI^’Yo^^we^e^^iscuL"^^  entry,  which  are  merely  machinery  to 

SfuE'Tfhhik  any  State  that  sets  up  a system  of  taxation-and  you 
cannot  call  it  anvthing  hut  a tariff  wall — and  has  at  the  State  boundary  a force 
S moil  to  stop  them  pay  a tax.  is  bad  for  interstate  commerce. 

and  will  eventnally  defeat  itself. 

Mr.  Hats.  Possibly  so.^ 

Tlie  Iowa  port  of  entry  bill,  referred  to  above,  subseonently  failed  of 
passage  because  “it  was  recognized  as  strictly  a raiboad  bill,  and  it 
was  defeated  mainlv  through  the  eiforts  of  the  river  towns.  - The 
natural  reaction  of  the  public  to  suspect  the  merits  of  bills  introduced 
by  the  railroads  against  their  competitors  might  be  considered  by 
some  a healthv  attitude.  The  carriers,  however,  realizing  that  it  im- 
oeded  their  progress  preferred  to  work  “under  cover.  The  success  ot 
these  tactics  may  be  further  seen  in  the  Illinois  campaign. 

THE  ILT.INOIS  K.VILROADS 

Simultaneously  with  the  general  work  for  the  Western  Assomation 
of  Railway  Executives,  Mr.  Hays  was  carrying  on  special  activities  m 
connection  with  enforcing  and  passing  ordinances  in  Illinois,  hor 
this  work  an  extra  assessment  ivas  levied  on  the  Illinois  railroads  at  the 

rate  of  $10,000  for  0 months."®  , . 

Mr  Havs’  right-hand  man  in  enforcinc:  existing  laws  was  an  ex- 
sergeant of  the  Illinois  State  police.=^’  His  particular  qualification 
for*"the  job  was  reported  by  Mr.  Hays. 

He  said  that  he  is  ver.v  well  acquainted  with  the  democratic  floor  leader  of  the 
House  at  Springfield,  and  the  way  he  got  action  from  either  the  License  Depart- 
ment of  the  Secrotarv  of  State's  office  or  from  the  State  police,  was  to  ha\e  that 
gentleman  go  to  the  offices  in  Springfield  and  insist  upon  action,  due  to  com- 
plaints he  is  .v(pi>o.scd  to  have  received  from  his  constituents  at  home.- 

pp.  10195-10196. 

26  Kxhibit  No.  3581,  ibid.,  p.  10rt<3.  in-io 

*•  Exhibits  Nos.  3544,  3548,  ibid.,  pp.  10o43.  10o48-10o49. 

« Exhibit  No.  3545,  ibid.,  p.  10o43 
“Ibid.,  at  p.  10544.  [Italics  supplied.] 
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of  Ihe^minot  'cenS  SS'inv!d''  ‘rji'eS  i'^ectives 

o7‘’sra^r'pS^o^ 

their  influaicrfs  exSLrd  in  eS  ™ 

Western  AssoeiationPofEallwayES^^^^^  from  the  files  of  the 

railro^dl'anTpHnois^^^^^^^  eage  in  Illinois  than  any  other 

.he  nnn.naliy  large  number  of  endplc^yS  clue  to 

-Hed 

»unidpa.lHtsT.S"  fs  ^ .d^^cT’T  i"  “oiSS 

pIoj;ees  & Taxpayers  Aiodattfn  «'p'“®  ‘ '™'^the  Railway  Em 
National  Safety^ Council  chambeU  Teachers  Association, 

and  city  officials.37  e„d  of^r^  attorneys  «« 

m 17  cities  and  pending  in  48  othei^  “ were  in  eitect 

The  effects  not  only  o " ,t  ^ 1&  ■“^'toads' 

.^lainndiyidual  trucker  may^e  snrn  ild  ^ industry  but  on  the 
Ml.  Hays  employees,  from  IVyanet,  111  report  of  one  of 

state  license.  Credit  bad— in' operating  livestock  truck  without 
would  put  him  out  of  business  ‘ ibstress.  Believes  two  or  three  aiTe^ts 

the  ASSOClATIOaN  OF  RAILWAY  EXECUTD  ES 

the  growth  of  !i,°e\tuSg  "ndm'ln^'^/inn  in  combating 

way  Executives,  a national  onmnizitio  'f  ’ ‘ 1 Association  of  Rail- 
petit. ve  Transportation  Rei^irc  ro  Coni- 

taming  to  transportation. irdilons^  W per- 

an  mipartial  nature,  the  obiect  ot  the  d I'  <>f 

^protection  of  railroads  agaiiist  P-fereiuCll™ 

buttaru,‘r„”:raS^^^^  etiw™  only 

and  «, nipping  » 

^'ujcnc‘*  r-  lUSR!  at  p.  lQo44 

"imp’  a°“- 

"S""  •'■”■  aa«.  iwa..  pp.  loms-iosip, 

" nim’*'  a=“-  ‘“a-  p-  w-mo. 

"eSIm;  n?  MeS-SSt  a-  ',?«»  »t  p,  ,0.140 

. < .wS^^/o^tor  

"E«,w,  X.,  o.,o8;v;i;;;  p"-;„'sy"”a  -10.  .a.  -«■"= 
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supporting  the  railroads’  program  against  the  trucking  industry,  and 
as  a basis  for  legislation."* 

The  State  of  Xew  Jersey  was  .selected  by  the  Association  as  the  test- 
ing ground  for  legislationV=>  and  in  1934  the  Division  of  Competitne 
Transportation  Research  made  a study  showing  the  extent  to  \\hich 
trucks  are  subsidized  in  that  State."'"  The  study  was  actually  conducted 
under  the  auspices  of  the  Association  of  Railway  Executives.  1 be 
director  of  the  studv,  however,  stated  that  it  was  ‘■‘sponsored  by  the 
New  Jersey  Taxiiayers  Association’'  in  order  ‘To  keep  the  railroads  in 

the  backgi'ound  as  much  as  possible.'’  i i i 

On  the  basis  of  the  study’s  findings,  bills  were  introduced  into  the 

New  Jersey  legislature  providing  for  ports  of  entry  and  incyeased 
taxes  on  trucks."*  At  this  point  the  director  of  the  Competitive  I nips- 
portation  Research  Division  took  on  a number  of  activities  which 
hardly  seem  to  come  under  the  heading  of  research.  He  wrote  to 
the  Association  of  American  Railroads: 

It  has  been  necessary  for  me  to  work  with  tlie  Taxpayers  Association  in  the 
preparation  of  publicity  releases  concerning  this  mileage  tax  legislation  " * * 
It  has  also  been  necessary  for  me  to  call  on  the  managing  editors  of  some  of 
the  leading  newspapers  in  New  Jersey  to  explain  what  a mileage  tax  on  com- 

mercial  motor  vehicles  is  all  about.  . , 4.  .1 

l*ress  releases  are  beiug  prepared  in  this  othce  about  one  a week  regarding 

this  proposed  legislation  on  trucks,  these  articles  to  be  released  pom  the  Tax- 
payers Association^^ 

Other  examples  of  such  activity  are  to  be  found  in  the  recoid. 

USE  OF  NONRATI.KOAD  ORGANIZATIONS 

In  addition  to  the  railroad  organizations  themselves,  the  fight 
an^ainst  motor  vehicles  \vas  carried  on  by  so-called  nonrailroad  oigani- 
zations.  For  instance,  the  shippers  and  manufacturers  of  railroad 
supplies  were  active  in  combating  the  trucking  interests.  Thej^  or- 
o-anized  and  incorporated  the  Shippers  and  Manufacturers  Transpor- 
tation Association  on  December  3,  1930,  for  the  purpose  of  interesting 
and  securing  the  cooperation  of  sliippers  and  manufactureis  in  a solu- 
tion of  the  problem  of  control  and  regulation  of  busses  and  trucks 
operating  upon  the  public  highways  through  legislation  favorable  to 

the  railroads.®"  . v • v .v  .c 

This  organization  was  started  because  the  industrialists  felt  the 

railroads  were  not  in  a position  to  take  the  lead  in  fighting  truck  com- 
petition. A confidential  statement  by  the  executive  committee  of  the 
Association  in  fliily  1934  describes  this  attitude. 

Those  opposing  a program  that  might  be  directly  undertaken  by  tlie  Railroads 
naturally  make  prejudicial  claims  and  endeavor  as  far  as  possible  to  contuse 
the  real  purposes  behind  the  Railroad  efforts.  A nonpartisan  organization  of 
ir.dustrv  such  as  The  Shippers  and  Manufacturers  Transportation  Association  is 
entirely  exempt  from  such  prejudicial  claims  and  is  therefore^  in  much  better 
position  to  initiate  and  support  a legislative  program  of  this  type. 

"Exhibit  No.  ."506,  ibid.,  pp.  1 0564-1 6.-i65. 

« Exiiibit  No.  6568,  ibid.,  pp.  IO0C6-IO06 1 . 

Idem. 

Idem. 

Idem. 

“Idem.  Italk-s  supplied 

>»  E.  K..  Exhiliit  No.  :i.566.  ibid.,  pp.  10.i64-10o6u.  _ 

» ExldbiP  N^°^^S6T^^  already  noted,  however,  this  “nonpartisan" 

group  was  organized  by  sbii>pers  and  manufacturers  of  railroad  supplies. 
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discussed,  the  main  objective  was  thr^n  organizations 

legislation.®^  Various  method^;  nf  I>a«sa^re  anj  enforcement  of 
legislative  matters  were  tried  out  fmt  aO  ^ railroads  on 

decided  that  “more  effective  work”  wls  a^r  r.\''4  association 

elation  sponsored  tlie  entire  lealj-Gii  ^ 

contacts  working  in  the  backprmnul  "’*5  Railroad 

Sion  was  that;  ^ ^ loason  for  this  conclu- 


iw-tation  hfsiniuSly  U^■eprosel.^  intf^rests  of  stabilized  trans- 

and  'tL^fect'ihVt  “t  °f  legislation, 

organization  did  not  deter  it  f,ln/acce,!tin“  fil™''“  "“l^iejudiced 
the  railroads.  accejiting  financial  support  from 

“■’'a.mfactnrers  and  shippers” 

In  1931  three-seventlis  of  (he  Ass«^itim|'k  "l’“"  " '"‘le“ge  basis.” 
the  railroads.®^  In  •idditiVm  lUn  ” hudget  was  contributed  by 
ticiilar  puriiose.^.  For  exannile  assessments  for  par- 

to  do  some  work  Avith  the  lLnViicl'v'^]“  ■ V.  ” ^ As«>ei‘^^i^ai  iilanned 
were  asked  to  contribute  $3  000®“^'  a ji; 

^ashv  lle  Eailroad  in  a letS  H>  othe4  & 

'^ork  done  by  the  association.  loads  descril«‘d  the 

so  to  l4VSui4'!us1l4S|i;’e.s^  iniluei,ri;.l  mon  in  the  ..lute  to 

the  tonner  Sneuker  of  tlie  .Stare  Honxt.  f ’"is  and  truck  light.  He  was 

" •‘'aa-'^'^atifiallv  largeJ  .101^1  h'l?.''^'^  ^ laiDiien  lo  know 

tause,  m addition  to  his  expenses.”  ^ rontrihution  to  their 

19337ndicated\^^^^  of^he  Van  s"-  'lam, ary  7, 

tnbnting  $21,800  a year.«i  He  also  stared 

Missouri  Pacific,  which  was  paviim-  lifoori  ^ ^ ^ n president  of  the 
tion,  intended  to  coo],erate  Ividi  tire  \’  annually  to  the  Associa- 

permd,^lmt  in  any  event,  for  at  least  tlm 

H-ogram  for%‘^years4'^  4 planned  a 

nit  as  follows:  nnamts  foi  that  period  Avere  worked 


riie  Financo  ( , . 

HinU.nie.u  arid  supply  husine.ss  t(,uethei  \n'  rslihV'r"''^^  '‘‘ilroad 

^nll  conrnhnte  o()</r  of  the  fiind.s  ia*quire,l  t,/  1.  nl!  mul  receiver's  of  freight 
^ contributed  by  tirr-  Railror.ds  of  tl;  'aher 


i-Ai  bit  \o'  .{cj?’  ? P- 

®Kvh  t Vo  a MO  a.  1000(5. 

^Exh  I t Vo'  P-  l'"!04. 

k1  t Vo  ?•  ’•  i'  " P-  laooo. 

«FyI  }h!;  P«  J0^507 

‘■'hienn  'aid.,  p.  lOOOo! 

^ Itioni. 

'aid-,  pp.  10607-10008. 
^ hiOTi!”'^  'a'a-  p-  loco.f. 
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An  even  innrc  inclusive  „rg;,nr/.„tion  than  (he 

facturers  Ti-anspurtalu-n  -V'’;7ue'!,cdviCerl'.7!b  organiza'tiuns 
io*u  Tt  nc(‘urro(l  to  hnu  that  the  actnuub  oi  ^ 4.  1 

whicli  .sprang  np  in  i^'^hey  conld 

country  to  conibat  trucking  ' Therefore  lie  suggested  the 

he  co,,s,,ii,h.ted  ndu  ^ In 

“™  .he  ;-hief  upending  5iice.--uf  the  Akcun,  Canton  ,t  A oungs- 
own  Railway  Co..  Mf.  Hays  outl.ned  his  purpose. 

.a  .1,  i,.tere.<tcd  in  cstilhlishing  an  or-gamzation  ot 
* * * AVe  are  very  imu  h ^ylro  are  aiixioa.<  u> 

those  whose  inici'(*s:s  77'|7s’\\1'pll(te(-l  orrr  .'apital  investmeirt  in  Iristh- 

prourote  salety  on  7,1  <(‘-ihle  lietlnnE  for  nrarketinp:  and  distnlnmon 

nicnt  and  legislation.’"  . nwir  ” 

Chief  among  ■■those  whose  imerests  are  t’”'™'™:  '"‘I'  (hat 

Mr.  Hays  includea  the  busses  would 

on  the  basis  tlrat  entorcement  ol  hnvs  " autoinobile  public 

’"■Thr'x-dhmal  Highway  I'ro.ee.iye  Aaso,-iati„n  plan  was  eventually 
aha„don;..l  in'fav.m  of  a'  nati.iual  associati..,.  ''jJ';;';,;;”"';.!,;;.';;;! J 

wl' iirMrila^t  haTl'ln^at”* 

,.  r,t,  Is  ■ 1 Iheir  iuterests  behiml  the  activities  of  apparently  n«n- 
ptiitisiin  .‘.rgauizatious.  As  the  chai.-nian  eommente.l  at  the  subcom- 

init tee’s  heariiijzri: 

A r ,>  vniiruntls  to  Work  in  their  own  interests 

vS«s,“  tea's  “nmuei  of  ite.  tSi-y  are  not  rei.reseatiag  ei.ter,  I .blak  is 
entirely  improper™  . , lu, 

The  caiTii)ai<ni  aijainst  the  trucking  ipdustr}  ^^a^  gen(  i*i  ^ 
siile.4  "(^^cess^^^  bv  the  railroads.  But  a di«e.-e..t  conclusion  was 
dmwn  by  ihei  kiJe.d  of  one  of  the  western  nmls  who  .n  a spee  1. 
to  the  m-stern  As.sociation  of  Railway  Executives  m October  19.i( 

said  * 

The  railroads  have  spent  millions  and  millions  of  dnlhirs 

imlustles  against  The  truckers  so^mncdi  that  they  have  opened  his  eyes  ,o  the 
fact  that  he  conld  use  them.  * * 


«=Exliil)it  No.  .S5S0,  ibitl.,  pp.  tOoTO-lO,. . < . 

« Exhibit  No.  ;’.591,  ibid.,  p.  l 
ff7Exliil.it  No.  35.^9,  ibid.,  pp. 

" iiSn'J.^VSShS'u.  .taoctado,,  of  .vn, erica.  For  a ,.»c„a- 

Sion  of  its  activities  seo  pp.  42-4  - infra. 

*'>  Iloarin^'s.  Tart  XXIll.  p.  I***j4*  f vvitt  n 10‘**^0 
71  Exhibit  No.  3^51.  Hearings,  Part  XXlII,  p.  10— u. 

S.  Kept.  2(),  TT-1.  pt.  3 4 
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the  association  of  AMERICAN  RAILROADS 


of  tlie  acdf“"ef  of^-ailroS!f  aS”''*  some  example, 

prior  to  1934.  In  tha^^  organizations  in  Xs 

growth  and  progX  of'‘f -r' 

It.  will  be  recalled  that  after  theX?«f  V ^ railroad  associations, 
cussion  as  to  wlietlier  the  railroads  sh on i? )“  dis- 

control  or  returned  to  private  hands  Th  1^-  ^^"‘'^^ral 

1 ran^x.rtation  Act  of  1920  waX  ternd  nV  r embodied  in  the 
The  Transportation  Act  also  provider  operation. 

United  States  railroads  into  a FimhJl  ^ consolidation  of  the 
consolidations  were  not  Xpulsorl  Z these 

voluntarily  by  the  railroads!  In  13  vX  brought  about 

lions  luid  been  carried  out.^^  J * - no  important  consolida 


^^'’•Vsepli  t be  railroads, 

appointed  Federal  Coordinator  nf  Tm  ^^^'peice  Coniniissioner,  was 
a study  of  the  situation.^*  ansportation  and  asked  to  make 


ORIGIN  OF  THE  ASSOCIATION 

laid  a'l^de  Gove™  mviShp  ""  '’‘‘^7° f ^cpo^  h 

solutions  of  the  railroiid  problem^  consolidations  as  immediate 

«-as  for  the  railroads  to  oriraniz^VliPn!  J ! ''^'^•>\‘‘^^tcrnative,  he  said, 
nies  could  be  effected.^*  He  stated  • ^ *^bat  necessary  econo 

iiaX-a?  "'l-hr^  *if  raaiHigemerns  cveum.mTy 

a reiiienls  must  p„n  together  insf"  U of  n,'Tr  concern  them  all.  ThL  nm? 

f.  r L -s;;  i;-  ,H[ 

HHt  the  managements  should  have  ^ i ovei-oome.  Rnt  it  is  tv«n 

“ ii'i! 

F.  Claal  controi''aml’consS^  railroads  had  rejected 


Con  I'mation'mthrEasrnrnV^^^^  V’v  «“"comi.iitte..X  report  entiti 

■*  n»M.,  pi>.  10002-10653/^  ^ ’ = hearings.  Fart  XXIII.  p.  10052. 
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,-ere  maay  oriticisms  by  railroad  executive^  “e'/a  direS 

organizations.  As  early  pacific  Railroad  and  a former 

of  the  Chicago,  Milwaukee,  St.  Paul  & Pacinc  ^a  lo  . 

Interstate  Commerce  Commissioner,  wrote  as  follo^^s  legaia  g 
tain  groups : . . .«-  • 4- 

The  so-Oiilled  traffic  associations  ^ire  coSive^  of  any  group  of 

activity,  and  vicious  m results.  ^ association  for 

affiliated  industrial  interests  ‘desiring  onerated  There  has  simply  been 

rr;  ni.s 

S-nSZ/X  ;;ri„rS''rd«';rla;S  l-l,,,™  a...  d„,r  a ranroaa 

"""ThTweaknesses  of  two  outstanding  organizations  in  the  railroad 
Jir.hrS„  Eaihxay 

s to  /.eysn^-v  yiide„t  of 

the  Pennsylvania  railroad. 

The  fundamental  weakness  in  the  American  Railway  Association  and  in  the 

Association  of  Railway  Executives  is  IJe  Bcn?d  o^^  cf  ^• 

As  I have  observed  tbo  meetings  of  t ^ ^ ^ members  of 

and  the  meetings  of  the  Advisoij  ’ having  familiarized  themselves 

these  Boards  came  to  the  “Citings  without  ha^ 

with  the  subjects  of  ‘^/'^^ission,  and  tr^  months  to  prepare  and  consider, 

or  an  hour — subjects  that  peihaps  have  ^ them  are  subject  to  influence 

The  members  of  the  Association  I „,,,,rier)  and  act  without  having 

(as  the  subject  may  affect  each  for  this 

Method  of  doing  business  extending  to  these  meetings  as 

The  “Directors”  of  both  of  the.se  bodies  d()  i oi  co^  subject 

Directors  shouW,  wltl,  the  ^ offleers- 

matter,  but  they  come  there  tbe  f j.,  the  officers  hav  ing 

which  they  are  not  in  %P«^^VmmondaB<mrare  t«  e-M^luin  why 

created  the  and  recommendaPons.  Also,  on  a few 

they  have  come  to  sue  "‘If^  officers  who  prepared  the  recom- 

SS«/he  Sfcctore  ,;4re  ’..0,;  famllior  enough  with  the  snhieot  matter 
or  the  details  to  properly  pass  , i ..^jead  u-ood”  at  the 

th?«'t  TS  h^veSe'l/lur  <0  mahe 

ScUve‘rec()minendations  toward  standardizing  practices. 

The  nroblem,  therefore,  was  to  form  one  strong,  alTindnsive  <isso 
ciat  on  «1  in  snob  a way  that  it  would  have  < 

mako  and  caiTV  out  dedsions  with  regard  to  the.  welfa.e  of  the 

■yi/;Ldi;m'orrailroad  men  to  Mr.  EasDnan’s  raport^wi.  th«n,e 

bnrl  ‘M'=sued  a itrIIv  uin^ing  clialluiig^  to  the  mdusti} 
bodv  which  could  iTgnlate  the  railroads— a challenge  which,  if  ac- 
ngoitoel  would  end  “further  talk  of  government  ownership  and  opera- 
tion' and  “fmXer  l^ilit  t,i  extemfthe  iidlneiice  of  the  goyerninent 
over  railroad  operations,  particularly  in  the  bdd  of  manapmen  . 
How’ever  the  driving  force  behind  acce])ting  INIr.  Eastman  s propos, 
did  not  come  from  railroad  executives  themselves  but  from  those  who 

WTre  financially  interested  in  railroads. 

’"Exhibit  No.  3430.  ffiid..  P-  ,04  34 

” Exhibit  No.  3430,  ibid.,  pp.  U14.53-104.^4 
fsEkbibit  No.  3444,  ib.id..  p.  10450  aV 
’"Exhibit  No.  3444.  ibid.,  p.  104o0  at  p.  104o3. 
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a Security  Owners  Association  heyoin 

a luo^uutllt  to  secure  the  cooperatioii  of  railroad  directors  witli 
imestors  in  tacin^  the  prolileins  created  hv  the  depression  ««  His 
e orts  culminated  in  the  selection  of  a Directors- In  veil  ors  commirtee 
ol  nine  hnanciers  who  were  also  directors  of  varic.us  rliholads*^ 
riie.se  men  were  ai)]>ai‘(‘ni Iv  eiose  to  fj  P Moi-tr-m  >>  i * i'  ' i 

on  partners  of  tha!  linn  foV  adviced  ^ 

coinnnrtee  which,  uium  publication  of  Mr.  Eastman’s 
n.l  Pjompily  deemed  that  it  was  particularly  well  qualitied  to 
the  stron<x  raili'oad  association.  One  of 

as  follml^r  ' ^ commented  on  the  Coordinator’s  report 

urged  so  strongly  that  I 

* * * Tho  mch  r.  tJie  matter  their  coiKsideration 

2^  'sss,  t r "r '-™ 

concern”  * * ^ with  matters  of  common 

Another  director  said : 

s5“i:;"Ss 

my  other.“  initiate  a move  m this  direction  than 

Mv.  Fail-man  R.  Dick,  one  of  the  members  of  the  directors-investor. 
?roup,  testified  at  this  subcommittee’s  hearimrs  that  t ^ • 

nous  opinion  of  the  committee  that  they  il^ft  lahS  execudves 
^ o form  a strong  railroad  organization.®^  For  several  n^ont  hi 

between  the  committee,  the  coordinator,  railroad  hank 

dice™'  Wrioi?nhd’“  pilroad  organisations  already  in  exist 
fill  A plans  were  drawn  up,®‘  and  finally  in  October  19‘D 

the  Association  of  American  Kailroads  was  incorporated" 

ih..t  n significance  of  this  move,  according  to  one  director  was 
t hat  it  signalized  the  renewed  intention  of  the  railroads  “to  deal’  con 

i 'll  of  the^indlt every  possible  phase  of  the  whole  prob- 
o 111  i^ciiistry.  J he  railroads  were  acknowled<md  to  he  facimr 
serious  crisis,  perhaps  the  most  acute  in  their  hi.story,*«  and  in  ac? 

t(  inveiitipte^*!a*t*ont«wrsv'^'^^^^^  before  appointed 

<3i  ction.  Mr.  Pellov  nr^^id^Vif  carriers  and  their  employees  reMardinc  a w«trp 

members  of  this  committee  were  bankers*^^^  {Tbid^  denied  t!m>  the 

in  luded  the  head  of  a bankimr  house  an  invostmpTi?*  hrnt  iT’^  How’over  the  committee 
cc  oimittee  of  (»uarantv  Trust  Pn  nn/i*  r??T.r./^+  brokt  r,  a member  of  the  executive 

M'“  States  Trust  Co.,  and  First  NaUmiaf T5ank  Equitable  Trust 

M . Pelley  was  quite  right  in  statin*-  thnt  n 1 tbodi  'ff’iiJ-.  P-  100,')1.) 

«LhThTt“Vos%^^^  f>ut  It 

“Kxhibp  No  "al2p'^’ib^^’p”?04  'PP-  1041  f-1 0418.  10425. 

■^Exhibit  No,  J^422,  ibid  p 1041^ 

'^Ibid.,  p.  10053.  ’ • 

30i25H’o428.^'°^'  PP.  10415-10416  10417-10418 

***•  *«»•  1»«0-10«7.  ,0.18^ 

Exhibit  No.  342 / . Ilearin^s  Pnrf  "Wtit  r»  i n < i o'  dlU— oil. 

‘ ^ Exhihit-ti  Vno  QAOfl  o-VrT  .'i  . P -VAIII,  p.  10418. 
r.xnimts  INos.  3426,  3ol9,  ibid.,  pp.  10418,  10500. 
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prove 

])ctty 

cably 


iiit CM’woven  with  the  public  wcltuic. 


SEEF-KEf:iLLAT10N 


in  all  phases  of  its  work  was  self-regulation. 

It  was  tlHi  ha„e  of  tlioso  vl'o  ooncolveC  tins 

n)jul  ^ 

I'herefore  in  the  preliminary  discussions  tcTthe%ues- 

tion  of  American  Railroads,  much  of  self' ^ 

tion  of  the  kind  of  machinery  necessary  * t.u\- 

Aiv  At  AV  rienieiit  vice  lu-esident  ol  the  1 ennsM' 

r ■ i.«  1 UMl  <1. V tl  i"  ite  " i''>  «vgaiii/.at.oii8  was 

: V iv  i I tie  -.1,111, datotv  aiithovity”  to  ra.ry  out  recommeii- 
d o im  ih'it  llie  new  Aeaiiciation  would  !j-,o  <0  be  gn.„  n m e 
powet  if  its  work 

‘,:;',;;iiia"wiih'ra!i.oi,.ras^ 

givil'niiieiii  iif.tlie,  imlusti-y.  with  the  neceasai-y  aiilhon.y  and  power 

‘"^vhiu‘'^he’te^^^  "''tt  fi'tttii.v  t'™"."  "p 

'mv'e.  of  selt-Sovernmeu,  to  the  .Vseocatioi,  but  it  did  not 
confiin  anv  provisions  for  enforcing  such  power.  Instead  it  was 
decided  that  railroads  would  voluntarily  cooperate  m carrying  out 
decisions  of  the  Association. 

\lthoiioh  it  was  this  very  theory  which  had  not  worked  befme, 
peiE-  ps  it  was  believe.l  that  in  view  of  tlie  serious  situation  no^s  t e- 

ino  the  railroads  they  would  change  their  attitny^ 

fact  th'it  99  percent  of  the  mileage  of  Class  I rai. roads  he  onpt 

thl  Asticiation  meant  that  if  tlie  member  railroads  did  comp  y 

with  the  orders  of  the  Association,  its  decisions  would  be  hnuliii 

mi  priicticlllv  everv  road  iu  the,  mited  States.  And,  as  it  vmrked 

nnt  in  oractice  the  efficaev  of  the  Association  as  a medium  of  sdf- 

rakiiiiun  miK'li  liamp.n-«l  by  the  hu'k  nf  -nfo, puwiu- 

as  1)V  other  factors. 

« 

Exhibit  No.  3444,  ibhi.,  p.  1 0 i HO  at  p.  1 m r>3. 

w Exhibit  No.  3444,  Did.,  p.  Vo  r“i* 

T'Aiiibit  No.  .‘UHh,  ii)id..  p.  np.*.>  at  !’• 

M Exhibit  No.  343S.  ibid.,  p.  ^ D Vnl’v^’ 

Exhibit  No.  :M44.  Did.,  p.  I04;i0  at  p.  104.  .*  percent  of  tlio  total  mih'aire  in  the 

u'S-S- 

House  of  Uepreseiitatives,  ibth  Con^^,  1st  se>s.,  on  n. 
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field  in  fl>e  ™ilroad 

meaning  of  this  term  was  hiYni^m  explanation  of  the 

linm  Sciindele,  auditor  ior  ’"'i'' 

are^shSlidVSS  * * * W1h>u  ^rood  ■ 

single  railroad?  ' ' ' ’ I’lauent  is  oarrie.1  fretiucnll.y  by  jutire  than  a 

Mr.  ScHiNDELE.  Yes. 

awm  iSeci'  goods  for  ship- 

Mr.  ScHINDKLE.  Yes.  . 

originating  carrier,  Gie  *fretght^car*^s*'c  beyond  the  line  of  the 

tInati<.^l»““ie,S'\he  diXL  '»  'I'r  l>»I..t  of  ,1.«- 

Mr.  ScHiNDELE.  Correct. 

by  Vhe^SaS,'  iaSler^Sr'*;;/""' X"'  to,,  o,.„er 

ref^.ved  by  the  originating  carrier’  ^ is  prepaid,  it  is 

Mr.  ScHiNDELE.  Correct. 

‘'5m  SlJ Cc^m^S’SoSsSnr'"^^^ 


filte  should  accuaiVt o 'eac^i  earner^  w^^  f tDin.scontinental 

foute  has  been  a stibjecTof  cmltn/veis^^^ 
to  testimony  and  exhibits  introduced  at  the‘‘?H 
ngs,  eastern  roads  received  27^t,  pemnif  of  tb. 

■•ontinental  lines  such  as  the  Crdm,  P western  trans- 

Vorthern  Pacific,  received  6()i/,  percent  »A5-hile  and 

mes  sandwiched  in  between  i^canvod  onlv  19  J ^ 
mileage  is  22  percent.^  percent  although  their 

iMr.  Fred  W.  Sargent  and  IVfr  Patrid-  Tr  t 
jpectively,  of  the  Chicam  & N-nrtli  f Pi’esidents,  re- 

' ’W<u.g0  Great  WesrenruvoloSu  das'l?  7;'  •■"'<> 

tistihed  that  they  considered  the  divd?^  ^ / itndwestern  trunk  lines, =" 

fWTiers  but  unfairTtlle  midwest  <'bstor:, 

A estern  transcontinental  lines.  ” ''  oppo.sed  to  the 


-Sm  ?a"^o?ti:^  /he  division  of  rates  is 

Ar^sT^  ^he  western  transcontinental  Hnes’  ^ ^ e'^riers,  I mean 

."r  1“;'^  “ ^ o„,r,ers  • . . 

w rh  the  wptern  franrcontiiientui  noer'*t,Vu*'^^^*n’^ tlie  divisioi. 
tie  Great  Northern,  is  fair.  ’ ^ the  Union  Pacific  and 


« i’art_xxii.  p.  neon. 

Kxhibit  No.  83o0  Ilofiriiio’s  Pnrf  wtit  -i^ 

Ihwl'T  990n"""’  ibid.,  p:i-0225!^^*^"hpp.  1032(P10342. 

tra  that  group  get  the  same  rate  divisions  of  the  through 
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Mr.  Sargent.  I think  it  is  decidedly  unfair,  * ^ ^ ^ 

M*  B.OWU.  Mr.  Joyce,  do’ .von  also  a’grce  that  u’e  divisions  are  unfavorable? 
Mr.  JoYct2  We  think  they  are  very  unfavorable.  ,.,,0.^1 

■ .U  the  time  of  the  '“""'‘f  Vamkdi,^ 

S,™l-k  md  “"*‘‘t7'freiohrieceiv«^ 

tmect,,;"  ‘a'nlS  • ‘S'  .fL‘"'r:d  tS  he  heheved  the 

f™.V“nrp'o^^ 

If  freifdit  rates  are  so  nnporlant  and  if  rate  dnisions  aie  iai  e y 
arrivS  ?t  hv  neirotiated  a,;,een.ents  among  the  vailroads  them- 
selves," xvhv  'have  not  the  individual  roads  challenge,  the  ay 
ments*  The  answer,  according  to.  Mr.  .Sargent,  is  that  l is  a 
“delicate  thing”  to  do  because  the  originating  carrier  ma\  then  take 
the  traffic  away  from  the  protesting  road. 

~ irlSan  comp, a, a. 

.ng^'ii'laruwaf/yla^To.^^^^^^^^^  llanSn'Snal  lines  will  diver. 

m SAKGENT.  That  has  been  the  fear  of  traffic  men. 

nmt  tlie  origi.mting  carrier  has  a very  considerable 

nowcT  to  divci’t  ti’nftic? 

^ Mr.  S.ARGENT.  I think  they  bare  felt  that  way. 

Mr.  Brown.  And  you  feel  that  way  yourself. 

Air  Sargent.  Yes,  sir. 

Mr!  Brown.  Mr.  Joyce,  do  you  feel  that  way. 

Mr.  Joyce.  Yes,  sir.“  _ . 

If  an  individual  road  jeopardizes  its  position  by  complaining, 

mdt  hi  pn"Sim  luvllhms  which  are  equally  unfair  to  tlieni 
an'  But  apparently  there  were  also  difficulties  111  that  line  of  action. 
Thf  two^w^^^^^^^^^^  roads  which  were  not  ffiinknipt  were 

the  Illinois  Central  and  the  Chicago,  Burlington  & Quincy.  ^ 
foni^^  • i coiSffi^^^  by  the  Union  Pacific  and  the  latter  by  the  Great 

Northern  and  Northern  Pacific,  all  three  companies  being  vA  es  em 
transcontinental  lines.  Their  influence  on  the  situation  aaus  biou„- 1 
out  in  the  following  testimony : 

Mr.  BEOWN.  Mr.  Sargeut, 

UniorPiwaffie'o'^^^^^^  of  ?'5t>-000  shares  hf  common  stock  directly  and  in- 


» Ibid., 

* Ibid., 
•Ibid., 

• Ibid., 
’ Idem. 
« Ibid., 
•Ibid., 
10  Ibid., 


pp.  9967—9968, 
pp.  996S-9969. 
p.  9966, 
p.  9969. 

p.  9970. 
pp.  9970-9971. 
p.  9968. 
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directly,  and  80,000  shares  of  preferred  stock  w).ici 

voting  control.  Do  yon  think  that  the  Pnioi/p,  I''  of 

Central  has  been  in  any  M’ay  contributo^v  to  kPonT/^^  ^''^oois 

frunkdine  teiTitifrj  V 

I donJt  know.  ■ SwtlmTS\^^  fnydi finite  opinion  on  that. 

IS  our  divisions  case  was  started  which  known 

lent  of  our  properties  in  leoi  i ' ^ about  the  time  I first  became  iire.si- 

it  that  time  ""  Percent  Ki^ 

va.sfinally  reopenedforheoH^m  T A t'lospd.  * * * It 

he  Illinois  Central  announced  the^wonWnm' ,,  fkat  at  that  time 

'0  ~s 

{'"  ■',;•>!  !"f«n  tliM  all  rnil- 
Centrnl  torpodooil  tlj.  nliofe  JlLn  nv  wdSne Z,"'  "'<■  ''■'"»>» 

. .o..d,„c  i„„  ,„o, 

l-itor  S“Z«"’  '".V  iidniions  in  ,vonr  a„o,n„l.a  c« 

-Mr.  Sargent.  Our  people  felt  so  * * » 

* * ♦ * 

C Sg^'SnSim  A^iinc^:  the 

P etely  owned  by  the  Great^Niwthern  a 1 ^ n bankruptcy,  that  it  is  com- 

";ni,ii:n,ri.rf''s„“„ri,^^^^^^ 

flnaneiali;  ™the  wSt“^  Bni  linsfon  bein„  owned 

intere.ots  ratlLoh^X™..  3, 

to  which  they  belonsrf  nud-we.ten,  tnink  lines  group 

as  of  thr'endnwliell™^^^  '• '“'t'" 

is  lifflcultfM- these  r!,d,  to  se^  ''"'"’“i-"  “'f  it 

appear  to  be  a verV°“  '«  themselves  this  would 

Rtilroads  to  consider  And  indperl  tli  Ab.sociation  of  American 
sicths  was  discussed  bv  flip  4t;snc’  f question  of  rate  divi- 

bioation  ofTCles'atiit  . r !>'"■  f™' 

to  he  Association,  said:  loads.  Mr.  Fletcher,  counsel 

and  shorten  the  arm  of  the^7iUersmte”('o’i^^^^^^  tt<‘t  together 

Coii  !mi.s.sion  of  tlie  jnri.-<dicrion  conferred  noon  if  hV  i itrprive  the 

divisions,  or  any  other  subject  for  tli-it  matter  'h''"  ‘‘  evolving 

tha  the  railroads  might  agree  and  be  boom i ^ would  supim.-e 

meit  that  wlien  they  di.sagW  •ihnut  di!  iJin.,  n Routlemaiij's  agree- 

arhi^ration  and  not  go  to  thrtC  .iss^^^^^^  'IP’  matter  to 

sees  proper  to  lavak  thi^.gmmim^  routroversy.  If  a railroad 

s.on  cerrainly  the  application  couhi  not  bJ  (lefeafcy/'h*''‘^J  Commis- 

meu  had  been  eiiteretl  into  not  to  nTaie-,  f n c/  '^^’<^"'"ig  tlmt  an  agree- 

wnn  II  Simply  be  nniside  the  nle  n/ri  e ' .1  tv 

, , . ^ >’«  {,nitry  of  Ineakiiig  its  agreement." 

At  tile  siibcominittee’s  heariiiL^s  i)i-esidpnt« 

rom  s in  the  A A R tesHfipd  rim  fi  • ^‘^'o^.of  t^^o  of  the  inemher 

the  machinery  of  the  ri'Kn 

“ I!  PP-  PoV.^9974. 

“Echibit  No.  33.50,  ibid.,  p.  1021S. 
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ATr  Saro-ent  president  of  the  Chicago  North  AVestern,  said  that 
he  had  n'ev?i-  e.’.nsidereil  using  the  Assoeiation  »*' 
arbitration  machinery  because  he  believed 
of  the  directors  of  the  Association  are  coniiected Jitl  th^ 
far  western  roads  Asking  them  to  readjust  the  lates  at  tlieii 
expense  for  the  benefit  of  the  middle  Avestern  roads  would  be  impos- 
sible in  Air.  Sargent  s opinion. 

Air.  Brown.  Did  yon  ever  fool  that  yon  could  use  that  arbitration  provision, 
Mr.  Sargent V 

Mr.  Sargknt.  Not  oii  divisions. 

Air.  Brown.  AVell,  why  iiol  V . K,...r,i  cf  directors  * * ♦ 

.Vbumfif  n.„ci.i„cry  »< «,. 

Aiaclati'm  te  iMwe  li  Is  .l..mi..at.-.l  h.  y,mr  miiul  by  Ibe  pccplc  who  woalU 

be  asked  to  give  ui>  soniething.  Is  that  the  leasoii. 

Mr.  BRowN.^'in^m^^^^^^^  you  do  not  feel  it  is  an  impartial  association  of  all 

Air.  Sargknt.  Not  when  it  comes  to  that  particular  subject. 

Air.  ItRoWN.  Well,  that  is  a rather  importajit  subject,  is  it  not. 

Mr.  Sargknt.  It  is  very  important  to  us. 

All*  itRowN  Do  YOU  fec'l  there  are  other  suhjoets  also.  i *.  i 

A r sXiNT  I tSink  it  would  bo  simply  a waste  of  time  to  undertake^  to 
piU^tin-onSi'a  iirocess  of  arbitration,  and  through  arbitration  undertake  to  p.  r- 
Sde  tlm  railroads  of  the  West,  and  the  ti’^k-bne  railroads 

ill  the  Central  Freight  Association  east  of  us,  to  give  us  anj  more  of  the 

"‘‘'Mr^BROwN.  in  other  words,  to  go  through  the  form  of  association 
would  ho  inerelv  begging  particular  carriers  concerned  to  give  you  sometliing. 
The  Associmion  irmit  dividi>d  up  fairly  insofar  as  the  Great  AVesteni  and  the 
North  Western,  on  the  one  hand,  and  the  Union  Pacific  and  the  eastern  lun* 
lines  on  th(‘  other,  are  concerned. 

Air.  Brownk^  these  railroads  them.selves  in  another  form,  is  that  your 

opinion?  . . * * * it 

Mr.  Sargknt.  That  is  luy  opinion. 

Mr  Joyce,  viresident  of  the  Chicago  Great  4Vestern,  believed  tlmt 
not  oiilv  the  directors  of  the  Association  were  opposed  to  changing 
the  divisions  hut  that  the  method  of  voting  m the  ^Association  made 
it  clearly  impossible  to  obtain  any  satisfaction. 

Air.  Brown.  One  of  the  defeets  in  your  Association  is  that  yon  vote  on  a 

™AIr.^J(iYC^^  the  basis  that  “miles  make  right.”  (In  certain  other  matters 
we  vote  as  individuals,  hut  my  opinion  of  the  Association  is  that  in  the  matter  of 
nines  inaiiing^  right,  lind  miles  dominating  the  thing  that  possihly^on  a good 
plan,  such  as  we  have  here,  yon  cannot  get  to  first  base. 

Like  ]\Ir.  Sargent,  Mr.  Joyce  had  not  made  any  attempt  to  use  the 
arbitration  setup,  but  the  Chicago  Great  Western  thd  take^  up  the 
matter  informally  with  the  Association  of  American  Railroads,  ihe 
attitude  of  the  Association  was  described  by  Mr.  J o3^ce. 

Mr.  Joyce.  * * * I would  like  to  add  that  this  thing  has  been  taken  up 

verballv  before  the  directors  of  the  Association  of  American  Railroads  by  oui 
Mr.  Parsons  on  two  occasions,  and,  as  Air.  Sargent  has  stated,  the  people  who 
were  on  the  board  were  directly  concerned  about  the  thing,  and  they  were  Imik- 
ing  out  the  window  when  we  were  trying  to  disenss  it  with  them,  and  they 
adjourned  the  meeting  in  our  faces  when  we  wanted  them  to  take  it  up. 

Mr.  Brown.  Who  adjourned  the  meeting? 

wibid..  p. 

18  Ibid.;  p.^997^6^  Air  was  referring  to  a plan  to  readjust  rate  divisions. 

S.  Kept.  26.  77-1,  pt.  2 5 
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hamv’^sri  "'‘y-  I not  feeling  very 

S'aluriusUotrut.'^'*"  door  !n  xn? 

better  to  Mr.  Pellev 

president  of  tlie  Association  of  American  Railroads,  pointiim  out  the 
serious  nature  of  the  divisions  question,  the  fact  that  it  was  a 
iroblem  tyhicli  could  be  solved  by  the  railroads  as  a body  and  that 

:.ir.  eSrS-l  .“4'"o  tl.b  iXv 

couK^e,  familiar  Avith  the  condu.sion.s  reached  at  tliat  time^^ 

JoLti:™"**"’'' 

c aUoi/Sy?"''  *’'■  directors  of  the  As.so- 

Mr.  Joyce.  Well,  that  was  one  of  the  times  thev  adjourned 

A r mvr^f  "'tV'''-  ’ adjourned  Without  reaching  a onclusion’ 

b^hig  d,me  It  was  just  a 4se  of  notCg 

Mr.  ^IWENTH.U,.  Did  they  give  you  a chance  to  talk’ 

h iklnXmy^i^wZfZ  ^ 

Mr.  Pelley,  who  was  present  at  the  hearin-fs,  was  asked  why  the 
Association  retu.sed  to  concern  itself  with  the  division  of  fiei^ht 

tle^wel/^^^  ‘ the  Association  was  not  concerned  vuth 

a:  a wlmle^  mdividual  roads  but  with  the  welfare  of  the  industry 

tb^!^m™-r:iix;a; 

r 'Uoie '■  af  nU  ‘'"vo  ndusJtras 

tr  aTsur!;-  ' I’"'  into  the  niilrcfax?s’ 

Mr.  Pelley J explanation  fails  to  take  into  consideration  the  most 
ft  ndamental  fact  of  the  railroad  problem— namely,  that  “the  railroads 
aie  interrelated  and  mutually  dependent  parts  of  a national  trans 
pcrta  ion  system  A - The  troubles  of  individual  roads  ZLnJhe 
in  lustiy  as  a Avhole  and  strengthening  the  weak  roads  affects  the 
W|ole  system.  Even  if  a readjustment  of  rate  divisions  does  not 
inn  ease  the  aggregate  revenues  of  railroads,  it  strengthens  the  weak 
ca  Tiers,  and  thus  accomplishes  benefits  for  the  American  railroad 
sy  Jem.  Furthermore,  the  Association  of  American  Railroads  in 
sti  essing  its  belief  that  the  railroads  could  .settle  all  their  problems 
^Y.hoiit  government  interference,  drew  no  distinction  between  indi- 
iidiial  roads  problems  and  others.  Yet  on  the  important  question 

no  eWnTntoesS  P™>^ident,  was 

I'  Ibid.,  p.  9975. 

^ Exhibit  No.  3»^52,  ibid.,  p.  10221 

- P-  "®222.- 

^ Ibid.,  'p.  9980. 

E.xhibit  No.  .13.19.  ibid.,  p.  10.320  at  p.  10.340.  [Italics  siippliod.] 


2.  Prh'ate  car  /i-ne-si— Another  problem  confronting  the 
is  the  charges  for  private  mileage  cars.  Special  le  iigera  oi  * & 
and  tank  cars  for  oil  and  gasoline  are  owned  privately  by  companies 
which  rent  these  cars  to  the  railroads  at  a charge  of  two  cents  pei  mile, 
wbptber  loaded  or  eniiity.^"  In  addition  the  railroads  pay  for  all 

private  cars.™  Many,  railroad  executives 

have  felt  tluit  they  were  being  exploited  by  the  private  car  companies 
iiaying  excessive  charges  while  the  owners  of  the  cars  reaj)  haiidsom 
profits.^'^  This  view  was  expressed  by  one  railroad  president  in  the 

following  testimony: 

* * * We  are  paving  2 cents  a mile  for  these  cars,  loaded  and  empty, 

which  I beliexe  is  too  much.  There  are  387,000  of  these  cars  in  the  Umted 
States  aiid  last  year  the  railroads  paid  them  $!K),()00,0tK»  an  average  of  -8310 
Tier  car  Many  of  the  ears  are  old  and  antiquated  and  almost  i listed  out. 
PerhSis  a fair  average  value  would  only  be  $2.0tK)  a car.  That  's.alm(«t  a 
15  uerceiit  return.  The  companies  tliat  own  these  cars  are  making  nice,  hiuid 
sL!riirSlts.  vd.iie  the  railmads  are  suffering  f..r  just  enough  money  to  pay 
their  own  employees  and  buy  materials  and  supplies. 

* * * * * * . 

Tliere  is  anotlier  territic  waste  in  fliis  matter,  and  that  is  ® 

denression  tliese  cars  are  routed  all  around  Ilohiu  Hoods  barn  in  older  to  idin 

mile-’ee  * * * lyu  ought  to  have  a rule  which  would  provide  tliat  we  \i  ould 

1«  • .mice..  o„  niesc  Tcfri«e™t,„-  cm-,  ..xoc,,.  t..r  .lie 
thPii  if  thev  wanted  to  r<mte  them  all  armiiid  the  oouuU>  the\  ’^ould  not  „et 
this  milei'ge  for  tiio  long  route.  They  would  be  paid  for  the  shortest  mileage 

between  two  given  points. 

The  profit.s  accruing  to  the  jU'ivate  car  companies  inay  be  egimated 
by  examining  the  huge  divideiids  paid  by  the  1 acific  I nut  Expies  , 
the  largest  companv.  operating  over  one-third  of  the  tolal  prnate  cai 
mileaiie  in  the  country.-  Bel  ween  1930  and  193G  the  Pacific  p-mt 
Exiiress  paid  almost  $120,000,000  in  dividends  and  the  dividend  rate 
reported  by  the  company  ranged  from  30  percent  to  103  percent 
These  profits,  according  to  the  president  of  the  Chicago  ^oltll^\eA- 
ern,  were  made  at  the  expense  of  the  railroads. 

Mr.  Brown.  Tho.se  tremendous  earnings  of  the  Pacific  ^ 

made  out  of  the  railroads  them.selves,  not  out  of  the  shipiiers;  is  not  that 

Mr.  Sargent.  Yes.®' 

Private  car  traffic  is  a large  part  of  the  business  of  many  carriers, 
and  the  arrangements  for  furnishing  private  cars  to  railroads  has 
lono-  been  one  of  the  concerns  of  railroad  organizations,  in  1931  tlie 
Anmrican  Railway  Association  ordered  a general  committee  to  con- 
duct  an  investigation  that  would  bring  about  a revision  in  the  mileage 
rate  paid  on  private  cars.^^  In  March  1933  this  committee  recoin- 

25  Ibid.,  p.  9987. 

” ibW.’.  fl  9 WOS^ayel^Elbibite  NOS.  3355,  3359,  3360,  3374,  ibid.,  pp.  10223,  10323, 
^°®¥bid!!^pp.'  9987-9988. 

~ Exhibits 'Nos^°3372^^  ibid.,  pp.  10352-10353. 

Ibid.,  p.  10007. 

» Ibid.,  pp.  9998-9999. 

»8  Exhibit  No.  3360,  ibid.,  p.  10345. 
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mended  that  the  rate  be  reduced  from  2 cents  to  13/  cents  jDer  mile 
^ was  never  cai  ried  out.®® 

In  lJ,]u  the  Association  of  American  Kailroads  made  a stndv  of 

1-efrigerator  cars  and  authorized  a reduction  from  2 
ents  to  1 o cents  per  mile.®''  The  owners  of  the  cars  obiected  to  this 

iV'the  sam^velX’^A  '“do-'' 

-n^  saint  \eai  the  A.  A.  E.  made  a “study  of  the  cost  of  owner 

'•us  other  flf.?  equipment:  includin^r  refrigerator 

-ais  othei  than  shipper-owned.”  On  the  basis  of  this  ‘^tudy  the 

Association  recommended  that  the  rates  could  no*  be  Im  Sed 
However,  the  report  also  said:  lo^^eu(i. 


’onnnittee  thatafuiahersrndrSe'madUo^^^^^^ 

,l,f this  study  was  never  made  because  certiiin  of  the  directors  of 
e A.  A.  R.  objected.^^  Iheir  relationship  to  the  private  car  com 
jianies  was  brought  out  in  testimony  before  this  subcommittee.  ‘ 

s elves'/"*^" railroads  own  tlioso  refrigorator  cars  tlioin- 

^.nn;le™  Pa^Se^ad^^J  - '-nod  by  the 

i-iu^dc'jJlj^lfdl^i^^nor  eorporatbu,.  The  Sonthe.a. 

l.v  a munl^J‘''of  I'ailmads ‘in’the  (Growers  Express,  owned 

*'*'*** 

' nie  »««■•  Ot  ,l,e  *lc,,,il„s  m,-«,ors 

Mr  Sai'c*''\t  TT-^io  TT  1 1 • ^ cai  ( ompaiiies,  direoflv  or  indireoMv’ 

I a<-i«c  is  a direclor.  The  Pcnn^l^mW^^  t'nion 

t’uit  Growers  Fviiro<;'<  Art-  <m  ' * ♦ *•  pruiciijal  owner  in  tlie 

.su„„  r:",;,''  1™'™  ^ 

director.  There  you  are.  * * * ^ leiM^^Huuor  cais,  and  Mr.  Biedsoe  is  a 


An  example  of  the  financial  interest  these  directors  had  in  the  nri 

F icifirFirt' Tl'-'^  examining  the  returns  of\he 
.1  o -eiuit  ^xpiess  Eo.  Ihis  company  was  owned  iointlv  hv 

t e Soiuhern  1 acific  railroad  and  the  FTnion  Pacific  railroad  *'^  In 

" Southern  Pacific  received  clivide^  froin 

tel  ^eific  Fruit  Express  totaling  $70,233,269  and  the  Union  PaciL 


t Il)jd.,  p.  9999. 

'’Ibid.,  p.  UiOoO,  Exhibit  No.  3362,  ibid  nn  10346  1034" 

Cl  “ "wTJ-  n.nca.e  rates.  One 

testfinony  was  as  folios  : duected  the  American  Railway  Asso- 

of  bl.“  lnT,.stiKall.l[i  by  ^'o 'rote'"tate''Commeroo''c^^  and  bavin?  bean  advisod 

'*•''.  n"'w,'"’  ^1“'^  presented  to  the  Board  eff  ^irectors^**^*^^^”'®  American  Railway  Asso- 

■ t Si'SVti  S,?.T3  -■>  '»>«!■ 

: it'on';he^ab^e‘’’""'”"" 

“ V *. 

240  ».) 

^ Ibid.',’  p 10002  3363,  Hearings,  Part  XXIII,  p.  10348. 

- nild!!\\‘  ?oof  • P- 

" /hid;:  PP.^®aSo5  PP-  10349-10350. 

Udd.,  pf).  99SS-99.S0 
*■''  IbitJ..  p.  10004. 


i^uL  iL  uu  lut;  lante. 

Jhey  did  not  approve  it? 

is  conect.  (I.  c.  C.  Investigation  and  Suspension  Docket  3887,  pp.  2497- 
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received  $48,510,132.-*^  These  dividends  constituted  the  following  per- 
centages of  the  net  incomes  of  the  two  roads . 


Southern 

Pacific 

Union 

Pacific 

Southern 

Pacific 

Percent 

28 

Percent 

13.0 

1934 

Percent 

48 

27 

17.0 

1935 - 

63 

03 

L ^ 

39.0 

39.0 

1936 - - 

1 

49 

Union 

Pacific 


Percent 

34.0 

32.0 
24.5 


Railroads  with  sucli  a stake  in  the  revenues  of  private  car  com- 
panies were  hardly  in  a position  to  consider  objectively  a possible 
reduction  of  mileage  rates.  When  Air.  Carl  R.  Gray,  president  of 
the  Union  Pacific  which  owned  half  the  Pacific  Fruit  Express,  and 
one  of  the  directors  of  the  Association  of  American  Railroads,^®  heard 
that  the  Association  was  planning  to  make  another  study  of  private 
car  rates,  be  wrote  as  follows  to  Air.  Pelley : 

* * * The  compilation  of  these  figures  for  1934  cost  the  railroad  controlled 

refrigerator  car  lines  a great  deal  of  money,  and  I sincerely  hope  that  it  will 
not  he  necessary  to  require  this  work  to  he  done  over  again  for  lJ3u  at 
approximately  the  same  expense.” 

Three  weeks  later,  Air.  S.  T.  Bledsoe,  president  of  the  Santa  Fe 
Railroad  which  owned  the  third  largest  fleet  of  railroad-controlled 
refrigerator  cars,  and  also  a director  of  the  A.  A.  R.,*®  sent  a telegram 
to  Mr.  Pelley : 

I concur  with  Mr.  Gray  in  his  protest  against  propose^  compilation  of 
railroad  controlled  refrigerator  car  lines  data  for  the  year  193.>.  I also  regard 
such  compilation  as  inadvisable  for  other  reasons  some  of  which  at  least  are 

known  to  you.^ 

At  the  subcommittee’s  hearings  Air.  Pelley  was  unable  to  recall 
what  the  “other  reasons”  Avere  to  which  Air.  Bledsoe  i-eferred.'’'*  He 
did  remember  hoAvever  that  he  sent  the  following  telegram  in  reply 
to  Air.  Bledsoe’s : 

Executive  Committee  agree  with  yourself  and  Mr.  Gray  relative  inadvisability 
compiling  railroad  controlled  refrigerator  lines  data  for  nineteen  thirty-five 
and  it  will  not  be  done  at  this  time." 

The  resolution  of  the  executive  committee  read : 

After  consideration,  it  was  nnanimou.sly  decided  to  instruct  Vice  President 
Symes  to  not  compile  statistics  covering  cost  of  operation  in  IfiSo  of  equip- 
ment of  railroad  controlled  refrigerator  car  lines.“ 

These  documents  were  introduced  at  the  subcommittee’s  hearings 
on  Alarch  16,  1938,  and  were  identified  and  verified  by  Air.  Pelley, 
who  was  present  as  a Avitness.®®  SeA-en  months  later,  on  October  15, 
1938,  Air.  Pelley  appeared  as  a witness  before  an  emergency  hoard 
appointed  to  investigate  and  report  on  certain  differences  hetAveeii 

« Ibid.,  p.  10006. 

^ Idem. 

« Ibid.,  p.  10003. 

« Exhibit  No.  3366,  ibid.,  p.  10350. 

*»  Ibid.,  p.  10004. 

*»  Exhibit  No.  3367,  Ibid.,  p.  10350. 

“Ibid.,  p.  10004. 

“ Exhibit  No.  3368,  ibid.,  p.  10350. 

“ Exhibit  No.  3309,  ibid.,  p.  10351. 

“ Ibid.,  pp.  10003-10005. 
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the  carriers  and  their  employees  regarding  a proposed  wage  reduc- 
tion.^^ At  this  time  Mr.  Pelley  denied  vigorously  that  the  Associa- 
tion had  not  compiled  the  study  of  1935. 

) Arc  you  acquainted  with  the  exhibit  iu  the  hear- 
ngs  of  the  Wheeler  subcommittee  showing  that  the  heads  of  roads  owning  one 
>r  the  largest  car  lines  objected  to  your  association  against  its  continuing  to 

nquire  into  that  subject,  and  that  after  that  your  association  dropped  the 
nquiry;  * 

A.  (By  Mr.  Pellet.)  Well,  I don't  know  what  you  are  driving  at,  but  we 
lid  not  drop  the  inquiry.  We  completed  it. 

Q.  AHer  you  had  completed  that  one  year’s  inquiry,  didn’t  you  drop  the  next 
eai  s inquiry  on  the  suggestion  of  these  W’estern  railroad  heads  wdio  controlled 
he  biggest  car  line  company  in  the  business? 

it  would  not  be  dropped  because  some  one  or  two  men  might  suggest 
hat  It  be  dropped,  because  matters  in  our  Board  are  handled  hv  a vote,  and 

one  vote.  I don’t  recall  fully  just  wdiat  happened  there,  but 
ce  completed  the.  study— I know  that. 

Q.  You  completed  it  for  one  year,  didn't  you? 

A.  Well,  7ce  completed  the  whole  thing. 

Q.  For  one  year.  Then  weren’t  you  going  to  continue  it  the  next  vear?  Don’t 
’ou  remember  that.  Mr.  Pelley?  ' 

A.  Ifjee  were  going  to,  we  did. 

Q.  Werent  you  told  by  the  heads  of  the  railroads  controlling  the  biggest  car 
me  company  that  you  ought  not  to  do  it?  gg  fec  car 

lifferenS’  ^ ^ 

Q.  You  think  it  was  continued  anyway? 

A.  / knoic  it  was,  so  it  would  not  make  any  difference.^ 

M hen  it  was  pointed  out  to  ]Mr.  Pelley  that  the  record  of  this  snb- 
I ommittee  showed  that  the  inquiry  was  not  continued,  he  suggested 
1 hat  maybe  the  i-ecord  was  not  “up  to  date,”  as  he  distinctly  recalled 
1 hat  It  was  completefl.®«  He  was  then  asked  why  he  had  not  .so  stated 
i t the  subcommittees  hearings,  and  thereupon' Mr.  Pelley  said  that 
Jie  was  quite  sure  he  had  not  been  present  at  the  hearings  on  that 

This  t^timony  was  subsequently  correcti'd  by  Mr.  Pelley  in  a 
letter  of  October  17,  1938,  in  which  he  again  verified  that  the  Asso- 
(lation  had  dropped  the  1935  study. In  his  letter,  however.  Mr 
1 elley  reiterated  the  fact  that  this  decision  v as  arrived  at  by  unani- 
i ious  vote  of  the  executive  committee  of  the  Association,  thereby 

deprecating  any  possibility  that  Mr.  Gray  or  Mr.  Bledsoe  had  influ- 
( need  the  course  of  action. 

Present  at  the  meeting  of  the  executive  committee  were  the  presi- 
( ents  of  the  Pennsylvania  Kailroad;  the  Illinois  Central;  the  Union 
acific;  the  Chicago.  Milwaukee,  St.  Paul  & Ikacific;  the  Baltimore  & 
Oliio;  and  Mr.  Pelley,  president  of  the  Association.so  Mr.  Gray 
{ lesident  of  the  Union  Pacific,  was  the  one  who  originally  suff- 
^ested  that  the  ^udy  be  dropped the  Illinois  Central  Ts  controllld 
ly  the  Union  Pacific;®-  the  president  of  the  St.  Paul  had  been 
connected  with  the  Union  Pacific  for  27  years,  leaving  his  position 
as  vice  president  of  the  Union  Pacific  to  biicome  president  of  the 

“ Ibid.,  p.  10621. 

“Ibid::  supplied.] 

p.  10f3*3r). 

^*8  pp.  10040-10641. 

® Idem. 

p.  10641. 

Exhibit  No.  .‘3366,  ibid.,  p.  10350. 

Ibid.,  p.  9969. 
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St  Paul'®^  through  its  large  holdings  in  the  eastern  trunk  Imes  the 
Unioirkcific  had  much  inttuence  with. the 

and  the  Pennsylvania  Railroad  is  the  principal  owne  of  bie  Fiuit 
Growers  Express,  one  of  the  private-car  oonn)aniesd® 

Pelley  testified  that  he  would  not  be  influenced  by 
told  him  it  would  appear  that  all  of  the  other  member  of  the 
executive’  committee  had  connections  which  would  render  it  difhcult 
for  them  to  decide  impartially  whether  or  not  to  continue  the  study 

""^Uirr^acSn"^  As^iciatioivs  attitude  on  the  part  of  member 

roads  nS  iii  the  orbit  of  the  Union  Pacific,  was  expressed  by  one  rad- 
road  executive  when  in  discussing  the  abuses  of  the  private  car  sys- 
tem he  said : 


The  Association  of  American  Railroads  ought  to  Pike  hold  of  these  things  in 
a strong  and  vigorous  way.  They  are  not  doing  it. 

In  fact  the  president  of  the  Chicago  North  Western  believed  that  the 
Association  was  doing  just  the  opposite. 

the  Association  of  American  Railroads  and  they  found  that  - tents 

not  an  unlawful  charge.  . ..  , -.o  rrvmt.vrivi 

Mr  Lowenthal.  Did  not  the  Association  do  its  job  pi  opeily . Unt  T made 

wlilked  cult  of  Gie  room  when  I have  been  talking  about  this  subject,  at  the  tun 
I was  a director  iu  the  Association  of  American  Railioads. 

The  Association  of  American  Railroads  repeatedly  expressed  as  its 

aim  self -regulatory  methods  which  would  baL'®«'^' But 

could  continue  under  private  ownership  on  a "v 

insofar  as  the  question  of  private  cars  was  concerned  it  is  doubts 
whether  the  railroads  had  done  more  than  escape  from  the  bey  lia  ot 
government  regulation  to  tlie  Charybdis  of  domination  by  the  Union 
Pacific  and  its  allies.®® 


President  of  the  Delaware  & Hudson  Railroad 

him,  with  Mr.  Williamson  ^ Picific  he  immediately  reco.emized  that  the 

Mr.  Ilarriman  was  in  ^1”^’ Paoific  lav  largely  in  the  growing  movement 
Drosperity  of  the  Union  I aciflc  and  Southein  y ^ x This  tonnaire  is  carried 

S“pSi,table  IreW  .o«o  o.j»l  t.  ,be  E.M.  „a 

wh(cu^.vB 

idjumnent.  < * <“'«;«  ,S  J’?S,”,t“e'onT>'  the  iStUe  co.nmltW 

be  noted  tl»t  the  Union  Paclllc  with  115,200  share. 
Is  the  second  largest  stockholder  of  the  Pennsylvania  Railroad. 

Ibid.,  p.  998S 

; IHftSSlne^h”  I 

E K'u  c'-c:  «^ler''thJx1;nSi?.£«’S  « 
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3.  Pullman  coi^tracts.—A  problem  similar  to  that  of  the  private 
cfi  rs  is  that  of  Pullman  cars.  The  Pullman  Co.  through  the  monopoly 
ot  the  sleeping-car  business  is  able  to  dictate  the  terms  of  the  contracts 
it  makes  with  individual  railroads.™  ^Vs  one  railroad  president  put 
it- -‘‘we  have  either  got  to  use  Pullman  cars  or  none.”  ™ This  execu- 
ti  -e  believed  that  hearings  should  be  held  to  develop  all  the  facts  and 
then  to  determine  whether  or  not  the  Pullman  Co.  contracts  were 
fair.™  The  Association  of  American  Railroads  with  its  large  mem- 
be  cship  would  appear  to  be  admirably  qualified  to  represent  the  rail- 
roids  in  reaching  some  agreement  with  the  Ihdlman  Co.  But  the 
he  ld  of  one  of  the  member  roads  testified  that  here  again  the  A.  A.  R. 
hsd  no  interest  in  the  matter. 


* * I tliink  no  injustice  would  lie  done  if  these  contracts  had  to  be  sub- 
mi  ted  to  the  Interstate  Commerce  Commission  before  they  were  executed.  I 
think  the  Association  of  American  Railroads  ouRht  to  lake  hold  of  that.  But 
th(  Pullman  Co.  is  a member  of  that  Association.  And  there  we  are  again.” 

Vnother  factor  in  the  Pullman  monopoly  is  the  relationship  between 
ra  Iroad  bankers  and  the  Pullman  Co.  J.  P.  :>Iorgan  & Co.  and  the 
First  National  Bank  have  acted  as  bankers  for  at  least  17  railroad 
systems/*  and  at  the  same  time  have  had  six  representatives  on  the 
bo  ird  of  Pullman,  Inc.'®  i\Ir.  Pelley  denied  that  such  interlocking 
relationships,  at  least  in  the  case  of  the  New  Haven,  made  it  difficult 
foi'  roads  within  the  sphere  of  the  Morgan-First  National  group  to 
protest  the  terms  of  Pullman  contracts. 

n hearings  before  the  emergency  board  appointed  to  investigate  a 
proposed  wage  reduction  for  railroad  employees,  the  president  of  the 
A.  A.  R.  testified  as  follows : 


C.  (By  Mr.  Lowenthai..)  Do  you  know  wlio  the  bankers  of  the  New  Haven 
wei  e at  any  time  during  ils  history? 

J.  (By  Mr.  PELtJCY.)  Only  from  the  records  and  general  information,  .1.  P 
Mo  'gan  & Company  certainly  wore  the  bardvors. 

C-  And  do  you  know  that  J.  P.  Morgan  & Company  and  their  financial 
ass'.ciate.s  are  on  the  Board  of  the  Pullman  Company? 

A . I think  I know  that  one  of  them  is  on  the  Board.  * * * While  I was 

on  the  New  Haven  Railroad,  the  Pullman  Company  contract  expired  and  at 
no  ime  did  Mr.  George  Whitney  or  anybody  in  .1.  P.  Morgan  & Company  say 
any  lung  to  me  about  the  renewal  of  the  Pullman  Company  contract.  * * * 

We  realized  that  we  had  a very  favor:<ble  contract  with  the  Pullman  Company 
tha  had  been  running  over  a period  of  years,  and  I felt  my.self  that  w'e 
pro  lably  would  not  be  able  to  get  one  quite  ,«o  favorable  lo  us  * » *_ 

f/  You  thought  that  you  couldn’t  do  better  if  the  railroads  pooled  their  own 
facilities? 

Right,  I don’t  think  we  could. 

Q Do  you  know  how  much  profit  the  Pullman  Company  made  on  your  contract? 

A No,  I don’t.” 

T he  A.  A.  R.,  whose  president  was  astoundi'd  at  tlte  suggestion  “that 
tlie  -e  is  money  to  be  saved  by  doing  something  about  the  Pullman 
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bid.,  p.  0091. 
bid.,  p.  9992. 
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bid.,  p.  9993. 

nchidmg  the  following  railroads;  New  Yoik  Central;  Delaware,  Lackawanna  & 
in,  Chesapeake  & Ohio;  Mis.soun  Pacific:  Erie;  New  York.  Chicago  & St  Louis  : 
Marquette ; Oncago  & Eastern  Illinois ; Wheeling  & Lake  Erie ; Denver  & Itio  Grande 

I'ri,,  <“*mlKSe°i93;f.  p'S’.'"  rart  I,  publl.bed  by  tbe'  National 

hid.  p.  314.  Pullman,  Inc.  is  a bolding  company  of  which  Pullman  Co.  is  a wholly 
feaA'ngs','"pirt  XXIII,  p.  10631. 
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Company”,™  never  took  any  action  on  the  question  of  Pullman  con- 
tracts. On  July  12,  1940.  ‘however,  the  United  States  Government 
brought  suit  against  the  Pullman  Co.  for  violation  of  the  antitiust 
laws,  charging  that  the  Pullman  Co.,  through  its  monopoly  of  operat- 
ing anti  luannfacturing  sleeping-cars,  has  charged  railroads  puces 
that  are  “artificial,  noncompetitive,  and  unreasonably  high. 

4.  Form  of  organization  of  the  Afffiociation. — 'Ihe  Association  was 
further  criticized  by  its  members  for  its  lack  of  democratic  procedure. 
Apparently  decisions  of  the  Association  were  made  by  a small  gioup 
of  roads  rather  than  by  the  industry  as  a whole.  In  a memorandum 
written  in  October  1937,  three  j’ears  after  the  A.  A,  R.  was  founded, 
one  railroad  executive  said: 


I told  Mr.  Pelley  in  our  telephone  conver.sation,  wbieb  he  refers  to  in  liis 
letter  of  October  32,  that  executives  of  all  railroads  before  they  are  called  in 
to  approve  a plan  ought  to  have  a copy  of  what  they  are  to  pass  on  at  l/ft® 
two  or  three  days  in  advance  of  the  meeting,  in.stcad  of  waiting  until  they 
get  into  a meeting  and  then  steam  rolling  tlie  thing  through  without  proper 
discussion.  He  intimated  tliat  he  would  do  this  and  while  I have  heard  noth- 
ing further  from  him,  I notice  in  tlie  press  that  tlie.v  have  a program  h"ed 
up  to  apply  for  new  rates.  I think  we  wlio  are  interested  sliould  have  snm- 
cient  time  to  go  over  tlie  matter  with  our  operating  and^  traffic  people,  to  see 
if  there  are  any  suggestions  we  can  add  which  will  facilitate  the  matter.  As 
it  is.  we  are  usually  called  in  to  approve  something  that  the  Directors  have 
decided  upon  without  proper  debate  or  recommendations  from  the  individual 

lines.” 

Another  member  of  the  Association  described  its  procedure  as 
follows : 


* * I understand  there  is  to  he  a meeting  in  Cliicago,  and  the  directors 

are  going  to  meet  about  an  hour  before  the  rest  of  us  are  called  in  to  consider 
whatever  they  passed  on.  An  lionr  is  a pretty  short  time;  and  I do  not  know 
wdiat  they  are  going  to  pass  on.  It  seems  to  me  that  we  ought  to  he  taken  into 
their  confidence  in  these  very  important  matters  as  long  in  advance  as  pos- 
sible. 


In  general  the  smaller  railroads  felt  that  they  tvere  ignored  by  the 
larger  ones  which  dominated  the  Association.®*  For  instance  at  one 
meeting  of  the  A.  A.  R.  a representative  of  a small  road  asked  a 
question  concerning  the  attitude  of  the  Association  toward  a problem 
which  many  of  the  carriers  considered  highly  important.  The  an- 
swer to  the  question,  according  to  one  of  the  meinbers,  was  that  Air. 
Clement,  vice  president  of  the  Pennsylvania  Railroad,  “inade  a mo- 
tion to  adjourn,  and  Mr.  Pelley  was  gone  from  the  platform  before 

anybody  knew  what  was  going  on.”  . 

These  criticisms  are  pai’ticularly  significant  when  it  is  recullea 
that  at  the  time  of  the  organization  of  the  Association  it  was  pointed 
out  that  among  the  faults  of  past  associations  which  should  be 
avoided  were  insufficient  discussion  of  problems,  disposnig  of  sub- 
jects in  “thirty  minutes  or  an  hour”  and  making  decisions  on  the 
basis  of  individual  interests  rather  than  the  Avelfare  of  the  industry 
as  a whole.®* 


77  TiIpTTI. 

*^8  In  tlie  District  Court  of  the  United  States  for  the 
June  Term,  1940.  Civil  Action  No.  994,  pp. 

Exhibit  No.  3354,  Hearings,  Part  XXIII,  p.  10222. 
w Ibid.  pp.  9981-9982. 

81  Ibid.,  ’p.  9975. 

*2  Exhibit  No.  3351,  ibid.,  p.  10219. 

“Exhibit  No.  3436,  ibid.,  pp.  10433-10434. 
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COORDINATION 

Coordinator  Eastman’s  report  calling  for  an  inclusive,  central  rail- 
ro  id  organization  also  recommended  the  continuance  of  an  officer  of 
th ; Government  with  powers  similar  to  those  of  the  Coordinator.®^ 
H s thought  was  that  this  officer  representing  tlie  Government  and  an 
organization  representing  the  railroads  could  cooperate  to  improve 
th ; railroad  situation.®® 

The  committee  of  nine  directors  which  took  the  leading  part  in 
fo -ming  the  A.  A.  R.  was  in  accord  with  tliis  suggestion  of  the 
Ciordinator.  Mr.  Fairman  Dick,  one  of  the  committee,  testified  on 
th  s subject. 

' ”he  Chairman.  These  members  of  your  group  were  anxious  that  such  a railroad 
on  auization  should  cooperate  with  the  Coordinator  iu  accordance  with  his  report? 

] Ir.  Dick.  That  is  correct. 

' 'he  Chairman.  Was  not  one  of  the  reasons  why  you  organized  it  to  work  with 
tiu  Federal  Coordinator  of  Transportation? 

Ir.  Dick.  Yes.  There  was  a strong  sentiment  in  the  directors’  group  that 
ovry  effort  should  be  made  to  cooperate  with  the  Coordinator.’^ 

^iinilnrly  in  correspondence  about  the  orjxanization  of  the  A.  A.  R. 
th  ? directors’  committee  expressed  approval  of  this  idea.  In  January 
19  14,  one  member  wrote; 

.d  whatever  effort  and  cost,  they  should  try  to  go  along  with  the  Coordinator 
all  the  way.®^ 

Vnd  another  wrote : 

"'hat  the  railroad  executives  signify  their  approval  of  all  of  the  recommcvf^a- 
tio  IS  contained  in  Eastman’s  first  report  of  January  22.^ 

riowever,  when  the  railroad  executives  themselves  came  to  con- 
si(  er  the  question  they  were  reluctant  to  go  as  far  as  the  directors. 
Gdieral  Atterbury,  president  of  the  Pennsylvania,  was  particularly 
op  oosed  to  endorsing  all  the  proposals  made  by  the  Coordinator.  A 
let:er  from  the  files  of  the  Committee  of  Railroad  Directors  states : 

] le  [Atterbury]  still  had  doubt  lest  the  executives  should,  by  paying  too  much 
of  i tribute  to  the  coordinator,  build  up  his  authority  too  much.* 

Vnd  in  June  1934  a meeting  held  in  Chicago  to  discuss  the  forma- 
tic  n of  the  A.  A.  R.  was  described  by  one  of  the  directors  as  follows : 

i.t  the  meeting  yesterday  the  dissenters  were  Atterbury,  Cole  [president  of  the 
Lo  lisville  & Nashville],  Bernet  [president  of  the  Chesapeake  & Ohio!,  and  Bald- 
wdu  [president  of  the  Missouri  Pacific].  After  discussion  at  length  these  geutle- 
me  1 strcmgly  opposed  approval  of  the  Eastman  proixrsitions  because  they  felt 
tha  t by  so  doing  we  were  committing  ourselves  to  a i>ermaneiit  office  of  Coor- 
din  itor  * * 

Ay  the  time  the  A.  A.  R.  was  founded  in  October  1934  a wholly 
diiferent  concept  had  appeared — that  the  railroads  instead  of  coop- 
er; ting  with  the  Coordinator  wei*e  to  form  an  organization  to  take 

Thid.,  p.  10053. 

Idem. 

« Ibid.,  p.  1005G. 

S'  Exhibit  No.  3421,  ibid.,  p.  10412. 

^ Exhibit  No.  3425,  ibid.,  p.  10416.  [Italics  supplied.] 

« Exhibit  No.  3426,  ibid.,  p.  10417. 

^ Exhibit  No.  3430,  ibid.,  p.  10423. 
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his  place.  A memorandum  prepared  by  Judge 

the  history  of  the  A.  A.  R.  coutams  the  following  statement . 

It  was  realized  that  the  Association  oonhl  best  serve 
hv  doine  the  work  which  the  law  now  imposes  upon  the  Coma  naior  a 
CkioSithIg  Sommrnees  created  by  the  Emergency  Transportation  Act, ^1933. 

The  Emersency  Transportation  Act  expired  m June  193o.»-  In 
May  1935  the  Association  of  American  Railroads  set  forth  i s po  i y 

in  a memorandum  as  follows; 

this  time;  tlmt  It  uppnmchetl  hy  the 

economies  from  coordination,  consolidation,  etc. 

The  reason  for  the  opposition  to  the  Coordinator  Avas  set  ioit  i 
i,t  a iett«-  v-ritten  by  Clement,  of  the  Pennsylvania  Ratli'oad, 
to  the  directors’  committee. 

As  far  as  I can  make  ont.  they  rCommiitee  of  Nine] 

mithoritv’*’  The  two  are  incompatible  with  each  otnei  rnc  ouv  uc 

='.s*si;i;a£ 

be  sufficiently  strong  to  solve  their  prolilems.  ^ * 

extension  of  the  ( oordinatoi  Act,  • 

At  the  subcommittee’s  hearings  Aie  officers  of  the  A.  A.  • 
frank  to  admit  that  the  A.  A.  R.,  m their  opinion,  made  the  position 

of  coordinator  unnecessary. 

Mr  Brown  Uv.  Pelley,  was  not  one  of  the  pm-^ses  of  the  of 

American  Kailroads  to  handle  railroad  problems  within  the  lndustl^  . 

Mr  Peixey.  That  was  the  sole  purpose.  cintivd  tint  the 

» o»..hV.o  a hotter  yeb, 

but  we  could  do  it  perhaps  in  a better  way,  generally  speaking. 

Judge  Fletcher  went  even  farther  in  his  testimony. 

The  Chairman.  Now.  Judge  Fletcher,  as  a matter  of  oi-ginuzatiou, 

the  A.  A.  R.,  opposed  the  continuance  of  the  Coordinator,  did  you  not. 

S';  me  reason  you  opixtsetl  It  waa  becattae  ot  the  tact  that 

you  felt  that  your  Association  should  do  that  woik  itsel  . 

Exhibit  No.  3444,  Ibid.,  p.  10452. 

«E’xhibfrNo°3446^  ibid.,  p.  10454 
»*  Exhibit  No.  3445,  ibid.,  pp.  10453-104o4. 

••  Ibid.,  p.  9978. 
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w railroads  and  holding  companies 

all,  it  shoald  be  done  by  our 

' ^L^FSirf  ?i{f  ^ 

the  Assoeiarion."*  necessary  and  helpful  should  be  done  by 

::S£SsSS;Hrr™?=='- 

!i  cconiplishmeiits  of  the  first  3 vp-i-sst  n^’-  s”«'iVanzed  the 

Lut.hesewe..esn.a,h 

UXIFICATION 

tlie  A^«i:ifim?*on>f^jw^  the  executive  committee  of 

““S5::li=SS^ 

uilepeiident  organizatious,  temufi- of  these 
remits.^*  ’ <”‘0  to  duplication  ot  work  and  paucity  of 

iiitliKleif  American  Kailroads  was 

oi  e stroiifr  group  Vs  Mr  John^^T^  organizations  and  create 

ti(  n,  testified:  ^ Pn'sident  of  tlie  Associa- 

thi  ?ir;"re:XLei^.e:'T.';^"^  other  associations 

matters  of  conunon  concern  for  thrralllCds^  organization  to  handle  all 

J.lany  of  the  preliminary  itlans  for  the  \ A P i • 

objective.  One  such  phtn  confined  thL  s^ 

fici;  1 aJtivUies  % preseiU  aLodati’oli^ ^e”r  ° ”“r  organization  the  bene- 
siib,  ects  connected  with  the  Amtu-icaii  railways/^"^^’  or  i^idirectly,  in 

£ not  her  plan  said: 

rZ  ^;^re  giSSlo  "'hKSLTo'?''' 

“ bid.  p.  10072. 

* iSK 

>'i  iio!!'’;'  icuc"'”’  '■  ““t- 

= I 'id.,  p.  luooo’ 

’l^hibu  lii;  i:  ISlsf:  f ] 
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However,  when  the  actual  plan  of  organization  Avas  drawn  up  the 
idea  of  eomolidafing  the  various  oi’ganizations  was  abandoned,  and 
instead  the  plan  merely  said  that  the  purpose  of  the  Association 
was : 

To  coordinate  the  activities  of  the  several  associations  dealing,  directly  or 
indirectly,  with  subjects  connected  with  the  American  railroads.® 

iVs  a result  the  creation  of  the  Association  of  American  Railroads 
failed  to  alter  materially  the  unsatisfactory  set-up  of  railroad  or- 
ganizations or  to  bring  about  that  ‘’“more  perfect  union”  which  was 
ascribed  as  the  purpose  of  the  A.  A.  R.  Of  the  over  130  grottps 
existing  at  the  time  the  A.  A.  R.  was  formed,  only  eight  were  con- 
solidated into  the  xV.  xV.  R.  The  rest  continued  as  independent 
organizations.® 

Judge  Fletcher  originally  testified  that  he  thought  ‘‘there  would  be 
a great  deal  of  benefit  in  liaving  all  these  various  organizations  put 
into  one.”  ^ He  later  said  this  did  not  apply  to  any  except  national 
grou})s. 

The  Chairman.  The  executives  orijjinaily  planned  to  consolidate  those  numer- 
ous associarions  witli  the  A.  K.  E.  and  A.  K.  A.  and  to  dissolve  those  associattons 
fonnd  to  be  unnecessary? 

Mr.  Ft-etciiek.  W(*11,  that  was  the  desire,  hope,  and  sentiment  of  the  execu- 
tives, tmt  I would  not  be  able  to  say  that  that  was  the  consensus  of  opinion 
of  all  railroad  otiicers.^ 

******* 

The  Chairman.  It  was  realized  that  the  existent  set-up  of  numerous  associa- 
tions to  deal  with  railroad  proldeins,  created  in  large  measure  duplication  of 
work,  and  resulted  in  inethciency? 

Mr.  Fi.f.tcher.  Well.  I am  quite  certain  T agree  with  that  statement  so  far 

as  national  associations  are  concerned.  * * ♦ 

The  (hTAiu.MAN.  :NIr.  Aishtim,  chairman  of  the  executive  committee  of  the 
A.  K.  E.,  stressed  the  m^ed  of  merging  the  numerous  railroad  associations? 

Mr.  Ftj:tctikr.  I think  so. 

The  Chairman.  Mr.  Aishton  believed  that  this  would  eliminate  duplication 
of  functions  and  improve  the  organization  of  the  railroad  industry? 

Mr.  Fletciikk.  T think  so.“ 

Jj(  S)1  sp  * 

The  Chairman.  The  plan  of  organization  of  the  Association  of  American 
Railroads  as  finally  adopted  eliminated  specific  reference  to  the  numerous  rail- 
road associations  and  their  consolidation  under  the  various  departments  of  the 
A.  A.  K.  ? 

Mr.  Fletcher.  They  eliminated,  generally  speaking,  the  regional  associations.^® 
#*=«--**** 

The  Chairman.  The  system  of  numerous  independent  associations  dealing 
with  various  phases  of  railroad  problems,  involving  the  duplioatiou  of  functions 
and  resulting  in  inefticiency,  still  exists? 

Mr.  Fi.etchf:r.  Well,  I would  not  vaint  to  agree  to  the  implications  in  all  that 
question.  But  the  regional  associations  do  exist.  I do  not  think  they  are 
inefficient. 

The  (hiAiRMxVN.  How  is  that? 

^yir.  Fletcher.  I do  not  think  they  are  inefficient,  or  unnecessary,  or  duplicative, 
if  I may  coin  that  word. 

The  Chairman.  Do  you  think  it  necessary  to  have  these  various  other  or- 
ganizations? 

0 Ibid.,  p.  100B7.  [Italics  supplied.] 

« Ibid.,  pp.  10007-10068. 

’ Ibid.,  p.  10060. 

» Ibid.,  p.  10064. 

»Ibid.,  p.  10065. 

M Ibid.,  p.  10067. 
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ional  association  ali  these  varioL  r4hmn1  S i i''  " i"  a na- 

OH'cial  pnriwses  peculiar  to  their  own  territories.”  a-‘'^<>ciations  that  serve 

< 4(lUsocia'tLn.s^^^^^^^  imified\^uSf  4 T tliirty 

i.1^.  that  ttt^ead  of  the  e«!es"l^  lie  clle t""h 

;rou  d be  effected  by  doin^-  away  with  the  ^".lious  or'anS^^ 

l44  »iiaintaiiiiii<r  the  assoeialions  iiicivased  From 

'•■'”'■"‘''1'^  increased  almost  $1,000,- 

Z in  mc"S;';;;:;'$T,nriTl 

i i’',"'*',""  •“  >!'<■  -VssociaticjTi  of  \mer 

<yi..nZAloj^ 

snbcomimttees  liearmgs  the  cliairman  reaelie.l  tlie  following  coiidu- 

TRANSPORTATION  ASSOCIATION  OF  AMERICA 

A ZiSon  of ^rtlcan’Rai'i^nli'  iT" 

w.;h  r„n..„ad 

.'e  ietl”' * Tile  ZTo-  ° /he  subject  of  transportatimt  in 

St  on  dissolved  and  went  iX  the 'f' a' a'I-''"  r™T'TT'' 
an  1 le,,t  its  support  to  the  o,..mn!zaCom.-.  In  rdtoi^^.S^bu:.-’ 
lie  ,s  interests  cooperated  witli  these  ^froups  iu  forming  the  Trans 
po  tjition  Association  of  America  whicli  was  incorpo^recl  in  S 

‘‘  Jioiiprofit  oiYianization  created  for  research  and  general 
public  educutioii  in  the  field  of  transportation.”^^  ^ 


PURPOSE  OF  THE  T.  A.  A. 

'■he  wide  variety  of  interests  behind  the  Association  would  seem  to 
. ssiie  a hroad  basic  approach  to  the  problems  of  transportation 
1 h s assumption  is  strengthened  by  stateme.its  of  the  orgCzation 


Ibid.,  pp.  1006T-10068. 

^ Ibid.,  p.  lOOGO. 

pat 

Aino  ican  Railroads  opposing  ^fven!nienfo\vno\^sh^^^^  Association  of 

I'cdf  ral  regulation  of  competitive  forms  of  transn.frtGH^^^  tnxes,  and  suggesting  more 

tion  Vmerican  weeklies  and  monthlies  ansportation,  legularly  api>ear  in  mass  circula- 

learings,  Part  XXIII,  p.  10045.  ' 

portj  tioii  association.  ^ discussion  of  preliminary  plans  for  organizing  a national  trans- 

» t j|;|!  & »■  >0609-10610. 

« 1 SSjl.il  st%4i2  ililS'fji.'Vltlj  .O.-.S4-I0385.  10.-,0.1-I0,-,9.1, 

1 xhibit  \o.  .S50;i.  ibid.,  p.  10584. 
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which  indicated  that  it  was  equally  concerned  with  all 

portation  and  their  relationship  to  the  public  interest. 

to  its  certiticate  of  incorporation  the  purpose  of  this  oiganization 

was — 


To  foster  ao.l  sm„..l..tc  the  eteotlon  oitil  opentlioi,  ol  an  economicah 

and  nrfKsncrous  uational  systiun  for  the  coimnercial  tiansportation  and  tlie 
marketing  and  distribution  of  goods,  composed  of  many  separate  agencies  and 
S^taAu^  properiy  and^airiy  coordinated  and  « p^ 

the  greatest  ctticieiicv  at  the  iowest  ultimate  cost,  jet  so  balamid  as  to 
the  uecessarv  degree  of  constructive  competition,  and  to  provide  qpportim  y, 
Ldtiathe  ownership,  and  operation  of  all  elements  of  the  same,  subject  only  to 
such  degree  of  restraint,  stimulus,  ami  regulation  by  government  »iaj  hi 
necessary  to  Insure  its  development,  operation,  and  preservation  m tlie  puhl.c 

intprest."^ 

The  printed  pamphlet  put  out  by  tlie  A.  A.  R.  on  tlie  subject  of 
the  Transportation  Association  of  America  concluded  as  follows: 


Tlie  relationsliip  of  tlie  pulilic  to  the  transport  problem  lias  heretofore  been 
expresscai  only  in  terms  of  individual  interests.  This  has  been  true  m the 
niattor  of  freight  rates,  service,  public  expenditures,  labor  relations  legislatun. 
ami  iniiumerahie  oilier  considerations.  The  people  of  this  coiintry  have 
attempted  to  project  a “long  time”  program,  strictly  economic  in  its  concep- 
tion, and  wholly  developed  from  a standpoint  of  the  public  interest.  In  the 
taGc  of  giving  niihiascd  economic  consideration  to  this  vast  problem  and  in 
developing  a .sound  public  policy  for  the  future  of  transTortatiou  in  all  of  its 
ramittcatiuns,  tlie  Transportation  As.sociation  of  America  presents  a common- 
sense  approach  to  one  of  the  Nation’s  greatest  prohlems.- 


Sneh  were  the  Trtiiisportation  Association’s  pulilicly  stated  aims. 
Btit  in  private  correspondence  the  founders  expressed  themselves 
somewhat  ditlerently.  The  Shippers  and  Manufacturers  Transporta- 
tion Association  made  the  followimx  statement  to  its  membership. 


The  Transportation  Association  of  America  was  organized  early  m April 
19.”.5,  by  a group  of  representative  business  men  tlironghont  the  Country,  iii- 
clnding  representatives  of  large  insurance  companies,  investors,  railway  etpiip- 
ment  interests,  agriculture,  tionr  mill  interests,  and  others  interested-  primarily 
in  opposition  to  Government  ownership  of  railroads.^ 

The  Association  of  American  Railroads  in  a letter  to  the  president 
of  one  of  its  member  roads  said: 


Organized  as  it  is,  with  a cross  section  of  the  major  and  representative 
business  interests  of  the  country,  I believe  this  Assewiation  can-  serve  a very 
usefat  purpose,  parUeutarty  so  far  as  the  railroads  are  coneenied,  in  combating 
any  movements  having  for  their  objective  government  ownership  of  rail- 
roads, * * 

And  in  a letter  to  the  president  of  the  Baltimore  & Ohio  Railroad, 
the  A.  A.  R.  said : 


As  a matter  of  information,  one  of  the  main  purposes  of  tlie  Transportation 
Association  of  America  is  to  develop  and  build  up  sentiment  in  this  country 
against  any  form  of  government  owmer.sliip  of  railroads,  or  other  transportation 
agency,  the  unwarranted  expenditure  of  funds  by  the  goyermnent  for  the  devel- 
opment of  unnecessary  waterway  transportation,  and  in  various  other  direc- 
tions" 

These  are  but  examples  of  many  statements  which  suggest  that 
the  real  object  of  the  Transportation  Association  was  to  protect  the 


23  Exhibit  No.  3592,  ibid.,  p.  10581. 

24  Exhibit  No.  3597,  ibid.,  p.  10587. 

25  Exhibit  No.  3016,  ibid.,  p.  10609.  [Italics  supplied.] 
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railroads  and  holding  companies 


and  the  corn- 

president  could  not  n]ideistand\vi  ritVrr,,eceU‘rfC‘^^^ 
portation  Association  to  exist  alono-4le  thf  \ \ 1?  ^ 

O be  the  satne  organization  ...tdet^notiter  name 


'"„et,„„s  ,„e  T,aasp„r,a. 

vork  now  coveml  by  the  Association  of  American  ""  '"'aucllcs  ot 


< 

t 


a.’?it,S'extiS::,rjthe"X^^ 

lVansi»rtation  Association  hnances,  and  work  of  the 


organization  of  the  t.  a.  a. 


. xecid::?  “Jidiroi"  »■  co™, 

:;™;;^i:d'SnTtier 

1 im.  fJesenhed  Ins  interview  with 


rt  ilroads  for  criticized  the 

I e thoii?:lit  the  A.  A K ^honid  r.ri.r,cc ' e ’ nothing”.  ♦ * ♦ 

ci  ition  program.  I explained  rhat  vouT position  wold /i'®  Asso- 

w IS  a joint  one  from  the  beginiun-l_inelMdi,,,r  ^ stronger  if  tlie  effort 

r(  ads  and  the  public  generally.  ^ ^ shipper,  insurance  company,  rail- 

I"ar  from  coininof  out  “onenlv  •’  fLo  \ \ ^ 

conceal  its  role  in  the  TrLisnoWat  mi  effort  to 

C(  mmittee  of  tlie  V^sociation  ilie  esXecutive 

tl  ,i.e  clmirn^^^^  of  this  connnittee 


the  responsibility  for  the  conduct  of  the  ‘iff-iirc:  rtf  fi  i • x- 
re  it  upon  the  Executive  CommittL  f f A.ssociati^ 

ai  ;1  try  not  to  make  any  mistakes  wv  ^ I'^i'l'ose  to  start  off  right 

J>rlf;e  Fletcher  attend  the  /i/'-st  Mcet/4  of  f/  / essential  that  you  and 

«c  for  June  27,  1935,  in  Saint  louis^  % 1!/  Committee,  irhieh  is  tentatively 

day,  I am  ironderiny  if  you  could  des/nnnfr  yy<  eannot  attend  on  this 
VI  I eonveniently  fit  yourSlans.^-  (nete  a date  shortly  thereafter  that 

Upon  receipt  of  tliis  imitation  Mr.  Fletcher  wrote  to  Mr.  Pellev: 

on  soiiiK  to  «t.\<niiA  .tpi”owV/>/nty,acL  about 

to  me  that  the  railroads  ought  not  m hP^,f>  ^ seems 

izn  ion  of  the  Tran.sportatirib  AssoH:Uimi.*>  ^ Preliminary  organ- 

fu  lv^folim?ed°h^St^^  background  was  care- 

ward  to  industry 'and  the  railroads  in  a U V are  going  for- 

as  tve  build  our  list  of  membet^Jn  1,4  relative  ])roportion  so  that 
wi  1 predominate.”  34  foui4f  tlie^IS  o|.ber  than  the  railroads 

^owever,  judging  from  a letter  Mr.  ^^^rtlm  S 
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man  of  the  Western  Association  of  Railway  Executives,  the  other  44 
directors  were  chosen  according  to  their  ^"railroad  attitude, 

I hope  to  complete  this  Boat'd  by  the  first  of  September,  but  we  are  having 
difficulty  in  securing  the  right  class  of  agricultural  lypresciitation.  Many  men 
are  nominated  hut,  upon  investigation,  we  find  sufficient  objection,  pa/  ticulof  it/ 
as  to  their  raiiro(i(J  attitude,  to  warrant  very  careful  consideration. 

finances  or  the  t.  a.  a. 

The  financing  of  the  Transportation  Association  was  also  carried 
out  in  such  a way  as  to  minimize  the  railroad  contributions.  At  the 
time  of  organization  the  A,  A.  R.  gave  the  Association  $5,000  for 
preliminary  expenses.®^  Subsequently  the  A.  A.  R.  decided  against 
any  further  contnliutions  for  the  reason  that — 

♦ * * If  there  was  aiiy  indication  of  any  large  contribution  being  made 

by  this  Association  to  the  Transportation  Ass<»ciatioii,  it  would  immediately 
carry  the  impression  to  other  groups  interested  that  the  Association  was 
dominated  by  the  railroads  and  would  immediately  lose  its  beneficial  effects. 

Instead  the  A.  A.  R.  urged  individual  roads  and  their  executives 
to  join.  On  June  1,  1935,  Mr.  Pelley  sent  the  following  communica- 
tion to  A.  A.  R.  members: 

1.  The  strength  of  the  Transportation  Association  will  depend  upon  the 
extent  of  its  membership  and  individual  railroads  and  others  will  be  solicited 
direct,  rather  than  accepting  membership  from  groups  or  associations. 

2.  Railroads  will  be  asked  to  become  sustaining  members  on  the  basis  of  a 
minimum  annual  fee  of  $100,  ranging  up  to  a niaximum  fee  of  $1,000,  dependent 
entirely  upon  the  individual  road's  relative  size  and  position. 

3.  In  addition  to  railroad  membership,  individual  railroad  officers  and  em- 
ployes will  he  solicited  for  membership. 

4.  Support  is  ;isked  from  the  Presidents  of  Glass  I railroads  in  the  way  of 
personal  subscriptions  for  minimum  sustaining  memberships  of  $50  per  annum. 

5.  The  Transportation  Association  does  not  ask  railroad  management  to  solicit 
the  membership  of  their  officers  and  employes.  That  will  be  dealt  with  directly 
by  the  Association  in  its  solicitation.  All  the  Association  asks  in  this  direction 
is  that  the  railroad  officers  have  an  understanding  of  the  objects  of  the  move- 
ment, so  they  may,  upon  request,  acquaint  the  shipping  public  with  information 
desired. 

*♦*♦♦** 

There  appears  to  be  a real  need  for  an  organization  of  this  kind  and  its 
work,  if  properly  carried  on,  should  go  far  in  helping  to  s(dve  the  transporta- 
tion problem.  It  would  seem  desirable,  therefore,  that  the  individual  railroads 
lend  their  aid  and  assistance  in  what  we  believe  is  a worthwhile  movement  and 
your  cooperation  will  bo  appreciated.®^ 

This  letter  apparently  had  little  effect  as  the  T.  A.  A.  in  soliciting 

employe  memberships  met  with  considerable  ^qiassive  resistance”^® 

on  the  part  of  certain  roads.  Finally  on  Novemlier  4,  1935,  Mr. 

Conn  wrote  to  ^Ir.  Pellev  asking  <ho  A.  A.  R.  to  make  another  plea 

to  its  member  roads.^^  The  extent  to  which  individual  employes  did 

contribute  is  suggested  by  letters  from  the  files  of  the  Transportation 

Association  whick  reveal  that  56  applications  were  received  from  tlie 

staff  of  the  Erie  Railroad,^-  and  57  from  the  Texas  and  Pacific 

Railwav  Co.^^ 

« 

E\hil>it  No.  3003.  ihifl.,  p.  10.500.  [Italio.s  siippliiMl.  ] 
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III  addition  to  the  A.  A.  R.  contribution  and  the  membership  dues 
( f individual  railroads,  the  Transportation  Association  asked  for 
jurther  help  from  the  carriers  in  meeting  the  organization  expenses. 
^ he  reason  for  making  two  separate  requests  was  explained  by  Mr. 

Conn  in  a letter  to  an  official  of  the  Lake  Superior  & Ishpeminef 
] hailroad.  ^ 

lu  the  case  where  we  are  asking  prosperous  lines  for  only  $1,000,  we  are  also 
r ^questing  that  these  railroads  donate  as  generously  as  their  condition  permits 
t)  our  first  year  s “Organization  Fund”  and  to  grant  us  such  other  assistance 
XI  ^ properly  initiate  this  movement  throughout  the  different  p^irts 
0.  tl^  country.  Our  purpose  in  placing  the  tnawhnnm  memhe7'ship  fee  at  a 
h w figure  v:as  to  restrict  the  total  railroad  conMbutions  to  between  five  amd 
t 74  percent  of  the  budget  requirements.  The  reason  therefor  is  obvious,** 

At  the  subcommittee’s  hearinjrs  it  was  testified  that  at  the  time  28 
percent  of  the  revenues  of  the  Transportation  Association  came  from 
tie  railroads."®  But  there  was  no  indication  as  to  whether  this 
figure  included  all  railroad  contributions  or  only  membership  fees 
Althoujrh  the  A.  A.  K.  ^rave  $5,000  for  the  specific  purpose  of 
u iderwriting  the  or^ranization  costs  of  the  T.  A.  A.  and  individual 

I iilioads  were  asked  to  contribute  iti  (ulclition  to  their  membership 
d les,  the  annual  report  of  the  T.  A.  A.  in  Xovember  1936  stated : 

• incorporators  of  the  Association  purposely  refrained  from  accenting 

II  itial  underwriting  or  financial  sponsorship  from  any  particular  group.  The 
ojierations  of  the  Association  have  been  defrayed  onlij  from  membership  dues."* 

publications  of  the  t.  a.  a. 

llie  A.  A.  R.  not  only  lielped  to  organize  iind  finance  the  Trans- 
portation Association,  it  played  an  active  part  in  tlie  Association’s 
p ’ogram  of  education  ’ and  research."^  Publications  of  the  T.  A.  A, 
wire  sidmiitted  to  the  A.  A.  R.  for  criticism  and  changes,  while  the 
submitted  material  to  the  T.  A.  A.  for  publication.^® 
xMaterial  put  out  by  the  Transportation  Association  was  distrib- 

III  ed  tree  to  its  members,  chambers  of  commerce,  various  trade  asso- 
ci  itions,  educational  institutions  and  newspapers."®  Tlie  role  of  the 
riulroads  in  this  distribution  was  pointed  out  in  a letter  from  the 

pi  esident  of  the  Association  to  the  president  of  the  Chesapeake  & 
O no  Railroad.  '■ 

looking  to  the  railroads  to  di.s,seminate  our  litera- 
ti e,  wide  y stressing  the  point  that  it  comes  not  from,  any  selfish  railroad 
ml  prest  but  from  the  public  interest  about  it.  auroaa 

Bwause  of  our  rather  meager  financial  resources  we  have  been  asking  rail- 

ro.ids  to  pay  50  per  copy  for  copies  additional  to  the  few  we  send  them  out  of 
ou  • original  supply.  * * ♦ so  uiem  out  or 

The  advantages  of  an  ostensibly  independent  organization  were 
ijiiickly  recognized  by  the  railroads.  Within  a few  days  after  the 
fi  ansportation  Association  was  incorporated,  one  of  the  directors  of 
tlin  Missouri  Pacific  Railroad  wrote  to  the  W(‘Stern  Railways  Com- 
mutee  as  follows: 


0209^^’  supplied.] 
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* * * The  new  Transportation  Institute  [i.  e.  Association]  should  start 

out  as  soon  as  possible  with  a series  of  four  or  five  strong  anti-government 
ownership  articles  to  be  broadcast  to  every  publication  * that  is 

receiving  the  Joint  advertising  schedules  of  Western  Railroads,  without  any 

reference  to  the  joint  advertising,  of  course. 

If  this  is  done  by  some  neutral  outside  ageneg^  I am  sure  that  many  of  the 

newspapers  will  print  such  articles.  ^ 

Among  other  things,  it  is  my  thought  that  one  of  the  first  articles  slioum 
* * * mention  incidentally  that  immediately  following  government  owner- 

ship all  advertising  and  publicity  of  the  railroads  unquestionably  would  be 
suppressed  and  that  the  railroads  would  fall  into  a class  with  the  post-office,  so 
far  as  advertising  is  concerned. 

* * * * * ♦ ^ 

We  know  from  our  own  experience  that  it  is  difficult  for  an  indi^idual  rail- 
road to  get  newspapers  to  do  anything  about  this,  and  in  many  instances,  such 
as  our  own  case,  if  the  effort  could  be  tied  to  the  railroad  sponsoiing  the 
idea  it  might  prove  embarrassing.  Also,  some  neutral  agency  such  as  the 
Transportation  Institute  could  be  very  specific,  where  a railroad  would  probably 
find  it  necessary  and  advisable  to  confine  the  work  to  “glittering  generalities. 

Another  form  of  meeting  the  problem  was  suggested  by  the  As.so- 
ciation  of  American  Railroads  which  submitted  an  article  to  the 
Transportation  Association  with  the  following  letter: 

Dear  Mr.  Conn  : The  attached  so  clearly  expresses  an  important  phase  of 
Govenimeut  regulation  versus  Gtivcrnment  ownership  that  1 feel  you  might 
find  use  for  the  article. 

In  order  that  there  may  be  n<»  criticism,  yon  should  know  that  Mr.  Evans 
is  a Pennsylvania  Railroad  employee  on  leave  of  absence  and  is  now  with  the 

Association  of  American  Railroads.  ^ 

If  articles  of  this  nature,  signed  by  s<»me  one  not  associated  with  the  rail- 
roads, would  be  of  greater  value  future  articles  could  be  printed  under  the 
name  of  some  impartial  writer.'® 

The  Association  of  American  Railroads  has  its  own  program  of 
education  and  re.searcli;  it  spends  large  sums  of  money  every  year 
to  advertise  facts  as  the  railroads  see  them.  Xeverthele.ss  the  carriers 
deemed  it  necessarv  to  set  up  another  organization  to  carry  on  the 
.«ame  ty]>e  of  Avork.  There  can  be  no  other  explanation  for  this 
apparent  duplication  of  effort  than  that  in  the  Transportation 
Association  the  railroads  saAV  an  opportunity  to  offer  to  the  public 
the  same  material  marked  “railroad  point  of  vieAv’’  by  the  A.  A.  R. 
but  by  the  T.  A.  A.  stamped  “neutral.”  “independent,”  “unbiased.” 

LEGISLATIVE  ACTIVITIES  OF  RAILROAD  ASSOCIATIONS 

Legislation  has  long  been  considered  one  of  the  major  spheres  of 
activity  for  railroad  organizations,®®  and  according  to  Mr.  Pelley  is 
now  one  of  the  primary  functions  of  the  Association  of  American 
Railroads. 

The  Chairman.  In  addition  to  operation  and  traffic  you  also  were  to  look 
after  legislative  matters,  were  you  not? 

Mr.  Pelley.  Yes.  That  is  tlie  function  of  the  Association. 


) . 
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DEFINITION  OF  LOBBYING 

Railroads’  objectives  in  this  field  were  described  by  Judge  Fletcher 
in  1932  when  he  said  that  the  general  legislati\T  committee  of  the 
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Ass)ciation  of  Railway  Executives  was  “charged  with  the  duty  of 
assembling  and  promulgating  information  relative  to  legislation 
affe  ding  railroads,  and  with  the  further  duty  of  organizing  the  States 
for  offense  and  defense  on  all  matters  of  legislation,  State  and  Federal, 
affei  ting  railroads.”®® 

At  the  subcommittee’s  hearings  Mr.  Fletcher  agreed  that  his  state- 
mer  t was  a fair  definition  of  lobbying  and  develo])ed  further  his  views 
on  t lie  subject. 

^ ll^  Chairman.  That  is  a mighty  good  definition  of  lobbying,  is  it  not? 

Ml.  Flktcher.  If  that  is  yonr  definition,  Mr.  Chairman,  of  lobbying,  I will  go 
alonj-  with  you. 

♦ ♦ ♦ * « « • 

The  Chairman.  ♦ ♦ * Whenever  people  present  fncts  oi>enly  before  com- 

mits es  of  Congress,  tbat  is  a perfectly  legitinnite  form  of  representation;  not 
only  when  they  openly  present  matters  before  legislative  oommittees  but  likewise 
wher  they  present  them  to  executive  bodies. 

Mi.  FrirrcHEK.  The  only  thing  I would  ask  you  to  go  further  with  me  on, 
and  t may  be  you  cannot  go  that  far  with  me,  is  to  say  that  it  is  perfectly 
legitimate  for  any  industry  to  endeavor  to  get  their  iK)iiit  of  view  to  the  people 
of  tl  e country. 

Th^  Chairman.  I think  that  is  entirely  proper.  I think  there  is  no  question 
abou  that. 

Mi  Fuetcheb.  All  right. 

Tin  Chairman.  Provided  they  do  it  in  an  honest  way. 

Mr  FrHrcHEK.  In  an  oiien  and  above-board  way. 

Til  ‘ Chairman.  In  an  open,  holiest,  and  frank  way.  Kut  it  sliouhl  not  be 
atten  pted  under  the  subterfuge  that  it  is  being  done  f<»r  someone  else. 

Mr  Flhtcher.  I agree  with  you  100  percent  on  any  question  of  subterfuge.” 


ORGANIZATION 

Tl  e present  legislative  activities  of  the  Association  of  American 
Rail  'oacls  are  largely  based  on  the  system  created  by  the  Association 
of  Riilway  Executives.  ]\Ir.  Fletcher  who  w as  chairman  of  the  legis- 
lativ?  committee  of  the  A.  R.  E.  was  thereafter  given  charge  of  legis- 
lativ?  work  for  the  A.  A.  R,^^ 

In  1931  the  A.  R.  E.  decided  to  set  up  committees  to  introduce  and 
worl-  for  legislation  favorable  to  the  railroads,  and  against  bills  inimi- 
cal ti  the  railroads,  and  to  try  and  standardize  laws  in  the  various 
Stat)  s dealing  with  transportation.®®  In  addition,  Mr.  Fletcher  con- 
ceive I their  purpose  to  be  “educational.'” 

There  is  a more  important  weuiv,  however,  for  the  organization.  This  im- 
portant work  has  to  do  witli  educating  and  creating  ]mhlic  sentiment  in  favor 
of  tin  railroads  upon  all  questions  which  vitally  affect  them.  It  is  hoped  that 
the  ojganization  can  disseminate  information  with  reference  to  hills  pending  in 
Congi  =»ss  and  propositions  put  forward  both  by  the  j»rotagonists  and  antagonists 
of  tin  railroads,  together  with  leaflets  or  small  pamphlets  stating  the  arguments 
pro  a id  con  in  order  that  all  the  local  atlorneys  in  the  country,  as  well  as  the 
Stated  Attorneys,  may  understand  just  what  jiropositions  are  under  discussion 
at  "Wj  shington  and  may  be  able  to  consider  these  intelligently  in  discussing  the 
matte*  with  influential  citizens  before  luncheon  clubs,  and  particularly  wMth 
mernb  ts  of  Congress.^ 

Til  3 A.  R.  E.  first  set  up  an  office  in  Washington  to  deal  with  Federal 
legislation.®®  In  January  1932  it  expanded  its  activities  to  include 

^ Fn  libit  No.  .*^44S,  ibid.,  p.  3 04r>.">. 

5«Ib  1.,  pp.  10075-10070. 

Tbj  1.,  pp.  10075.  10001. 

**Esiii)it  No.  344S,  ibid.,  pp.  10155-10458. 

°®Kx!iibit  No.  3448,  ibid.,  p.  10455  at  p.  10457. 

Es  libit  No.  3448.  ibiil..  p.  1045.5  at  j).  10450. 
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state  legislation,”  Each  State  was  a^ssignecl  to  a ^ 

that  area  who  then  formed  a State  wide  system  of 

committees  were  not  intended  to  concern  themselves  v ith  national  mat 
ters  unless  called  on  by  the  Washington  office  ^ut  the  mannei^^ 
which  they  could  be  used  is  indicated  in  the  following  lettei  ot  May 
15,  1934,  written  by  Mr.  Fletcher  to  one  of  the  railroad  counsel. 

I know  vou  are  aware  of  the  danger  which  confronts  the  railroads  hy  reason 
of  the  desuerate  effort  which  is  being  made  by  union  labor  to  pass  the  v 
IIoir  DarBm  * * * I have  quite  an  active  committee  working  here  i^^nd 

I have  pullJd  every  string  which  is  accessible.  I have  some  hope  nov^  that 
the  bill  will  be  allowed  to  remain  in  the  Committee  on  Rules  and  %yill  eot 

brought  before  the  House  for  an  actual  vote  at  this  take'anv 

of  the  tremendous  importance  of  the  matter  we  cannot  affoid  to  take  any 

chances.  I am,  therefore,  asking  you  to  do  this  me ; n„uota  go  over 

T should  like  to  have  your  associates  in  the  State  of  Soutn  mkora  go 
the  slmation  fn  thefr  oL  mind  and  select  a list  of  men  who  would  be  pir- 
ticularlv  influential  with  memiiers  of  Congress  and  with  Senators  and  who 
could  come  to  Washington  if  the  emergency  arises.  I should  like  for  these 
men  to  be  made  familiar  with  the  provisions  of  the  lull  and  to  our 
thereto  so  that  they  can  discuss  the  matter  intelligently  ^^th  the  members  i 
Congress.  In  my  opinion,  it  would  be  a mistake  to  bring  to  vya.hingtoii  an  - 
body  except  persons  who  are  quite  well  acquainted  with  the  members 
Corigress  midVho  would  not  only  have  influence  with  such  members  but  who 
sustain  such  relations  to  them  as  would  make  it  nnhkely  that  of 

Congress  would  rise  in  their  places  and  denounce  our  frimids  Jobbjists. 

I have  no  purpose  to  interfere  with  sleeping  dogs  and  I shall,  then  fore, 
not  send  out  a Macedonian  cry  for  help  unless  the  «it”ation  becomes  desit^ 
However,  I would  like  to  have  the  preliminary  work  done  m 
selecting  men  who  can  come  to  Washington,  if  necessary,  so  that  if  I wire 
some  time  next  week  or  a little  later  that  we  are  driven  to  i.ecessity  for 
l•^ulvassing  the  House  and  Senate  these  men  would  be  available  foi  this 

service.®* 

Apparently  it  was  decided  after  tliis  experience  tliat  the  State 
committees  were  too  looselv  organized,  and  in  July  1934  the  mem  er 
roads  of  the  Association  of  Railway  Exeentiyes  adopted  a resolu- 
tion promulgating  a plan  to  improve  the  radroad  legislative  ma- 
chinery.®® This  time  the  48  States  were  carved  out  into  areas.' 


« Exhibit  No.  3448,  ibid.,  p.  104.55. 

**  Idciu.  ^ 

«3  Exhibit  No.  3448,  ibid.,  p.  10455  at  pp.  10450-10457. 
^ Exhibit  No.  3459,  ibid..  D.  10468. 


•5  Ibid.,  p.  10076. 

••Exhibit  No.  3449,  ibid.,  pp.  10458-10460: 
N.  Y..  N.  H.  & H.  R.  R 

New  York  Central 

Central  R.  R.  Co.  of  N.  J 

Pennsylvania  Railroad 

Baltimore  & Ohio 

New  York,  Chica.ao  & St.  Louis 

Chesapeake  & Ohio 

Norfolk  & Western 

Seaboard  Air  Line  Railway 

Atlantic  Coast  Line 

Louisville  & Nashville 

N.,  C.  & St.  L 

Central  of  Georgia 

Illinois  Central 

Texas  & Pacific 

Chicajro  & North  Western — _ 

Chicago,  Milwaukee,  St.  I'aul  & Pacific — 

St.  Louis-San  Francisco 

Missouri  Pacific 

C.,  R.  I.  & P 

Great  Northern 

Northern  Pacific 

Union  Pacific 

Southern  Pacific 

A.,  T.  & S.  F 

C..  B.  & Q 


Maine.  Vermont.  New  Hampshire.  Massa- 
chu.setts,  Connecticut,  Rhode  Island. 
New  York.  Michigan. 

New  Jersey.  , 

Pennsylvania,  Delaware,  Indiana. 

Maryland. 

Ohio, 

West  Vir.ginia. 

Virginia. 

Florida.  ^ 

North  Carolina.  South  Carolina. 

Alabama,  Kentucky. 

Tennes.see. 

Georgia. 

Illinois.  Mississippi. 

Louisiana. 

Wisconsin. 

South  Dakota. 

Missouri. 

Arkansas 

Iowa. 

Minnesota,  North  Dakota. 

Montana,  Washington. 

Oregon,  TTah,  Wyoming,  Idaho. 

Nevada,  California,  Arizona,  Texas. 
Kansas.  Oklahoma,  New  Mexico. 

Colorado,  Nebraska. 
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Ea:h  area  was  assigned  to  an  appropriate  railroad  which  was  then 
responsible  for  organizing  State  associations  to  deal  with  legislative 
masters.  The  basis  on  which  these  associations  were  to  work  was 
oul  lined  in  letters  written  by  Mr.  Fletcher  to  the  State 
orf  anizations.*^ 

I I suggesting  the  organization  of  railroad  associations  in  each  State  I had  it 
in  1 ^ind  putting  into  effect  a plan  whereby  we  would  he  advised  as  to  who  are 
the  influential  men  behind  the  several  Congressmen,  and  the  further  thought  that 
we  might  be  able  through  personal  contact  or  by  the  careful  distribution  of 
me  -ature  to  influence  in  a perfectly  proper  way  the  judgment  of  the  men  upon 
wh(  m the  several  Congressmen  rely  for  support  and  advice.  Indeed,  I have 
tho  ight  that  we  might  go  so  far  as  to  get  a mailing  list  which  would  show  the 
nan.es  of  the  influential  citizens  of  the  United  States,  meaning  thereby  those 
wh(  are  influential  in  a political  way,  so  that  we  might  contact  those  men 
thr<  ugh  our  attorneys,  employees,  and  representatives,  and  in  order  that  we 
mig  it  provide  them  with  such  Informative  publications  as  are  issued  by  the 
varnus  railroad  agencies  and  which  discuss  the  railroad  question  in  a careful 
and  conservative  manner.  I should  be  glad,  therefore,  if  you  could  send  me  with 
refe  -ence  to  each  member  of  Congress  and  each  Senator,  dealing  with  each  sep- 
aral  ely  for  filing  purposes,  a statement  as  to  who  he  is,  where  he  lives,  what  pro- 
fess on  he  follows,  what  is  his  social  and  political  background,  and  particularly 
who  are  his  friends,  advisors,  and  sponsors  in  each  of  the  counties  in  his  congres- 
.sion  il  district.  I understand,  of  course,  that  the  sentence  just  before  this  refers 
pari  icularly  to  members  of  the  House  of  Representatives.  In  the  same  way,  how- 

know  somethinj?  about  the  baehgromul  of  the  Senators 
and  the  persons  on  whom  they  probnbly  rely  for  advice.  I appreciate  the  fact 
thai  this  is  a pretty  large  order  and  may  require  a good  deal  of  inquiry  in  dif- 
fereit  parts  of  the  State,  but  I am  seeking  to  assemble  here  in  Washington  a 
very  complete  record  of  each  member  of  Congress  with  particular  reference  to 
tlie  nnuences  which  control  him  and  the  ijersons  on  whom  he  relies  for  support 
I hflve  long  been  convinced  that  we  can  secure  fair  treatment  from  members  of 
Con  rress  only  hy  reaching  the  peojile  at  home.  It  is  a stniiendous  job  to  try  to 
confict  directly  the  entire  body  of  citizenry,  but  it  is  not  impossible,  I think, 
for  IS  to  establish  contact  with  influential  persons  wlio  are  real  moulders  of 
publ  c opinion.® 

T lis  thoroii^rh  or^janization  was  considered  so  admirable  that 
whfn  in  October  1934  the  A.  K.  E.  merged  with  other  associations 
to  t3rm  the  A.  A.  K.,  its  legislative  set-np  was  carried  over  intact.®® 
The  relationship  thereafter  of  the  State  organizations  to  the  A.  A.  K. 

was  brought  out  in  testimony  by  Mr.  Fletcher  at  the  subcommittee’s 
heal  ings. 

Tl  e Chairman.  Has  that  been  carried  out,  so  that  tiiese  railroads  have  been 
assigned  to  look  after  the  “boys”  throughniit  these  various  States? 

Ml . Fletcher.  No,  sir.  In  some  of  these  States  there  are  very  well  organized 
and  fairly  satisfactorily  functioning  State  a.ssociations.  In  others  there  are 
not. 

Til  ? Chairman.  The  plan  provided  for  a subsidiary  railroad  association  in 
each  State,  did  it  not? 

Mi.  Fletcher.  Well,  as  to  the  word  “subsidiary”,  that  is  not  quite  the  correci 
term  It  should  be  “railroad  association”.  The  word  “subsidiary”  implies  that 
It  IS  a siib.sidiary  of  the  national  association,  and  that  it  is  liot  quite  right 
Tiles } associations  are  entirely  independent  of  the  Association  of  American 
Raili  oads. 

Th  ' Chairman.  They  did  work  under  the  direction  of  the  national  Association 
did  f bey  not? 


er  T le  elaborate  organization  contemplated  by  the  A.  R.  E„  was  oppo.sed  in  some  States 
and^s  bf railroads  felt  that  they  could  work  better  in  an  Informal  way 

manager  or  secretary  would  be  further  undesirable  beeau.se 
ibiiT  ' ' ^ retained  lobbyist  for  the  railroads.”  Exhibit  No.  3453. 

k fiiibit  No.  3460,  ibid.,  p.  10460. 

K ihibit  No.  3444,  ibid.,  p.  10450  at  p.  10452, 
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Mr  Fletcher.  Only  as  to  Federal  or  national  matters. 

The  Chairman.  So  as  to  Federal  matters  they  did  work  under  the  direction 

of  the  national  Association?  Aconeiatirm 

Mr  Fletcher  They  were  in  constant  contact  with  the  national  A.  . ociatioii, 

and  what  was  happening  in  Washington  they  were  kept  informed  about,  and 
" line  up  tl.e  bo.s  In  a particular 

®Mr;  '&cHS“S'tSe‘"»ltea  bring  It  to  the  attention  of  Influential 

citizens  in  their  States  and  solicit  their  support.  ^ o>wi 

The  Chairman.  And  try  to  have  tliem  contact  their  Representatives  aud 
Senators? 

Mr.  Fletcher.  I think  that  was  the  idea.' 

This  then  constituted  the  basic  organization  of  the  railroads  proper 
for  carrving  on  legislative  work.^^  The  following  sections  describe 
how  the  carriei*s  went  outside  their  own  organizations  to  secure  sup- 
port for  legislation. 

USE  OF  RAILROAD  STAFFS 

The  organization  of  the  railroads  for  legislative  activities  was 
initiated  by  their  executives,  attorneys,  and  publicity  directors  who 
might  be  considered  as  fulfilling  a legitimate  part  of  their  functions 
in  so  doing.’"'  However,  in  addition  to  these  persons  the  railroads 
called  on  odier  of  their  employees  to  help  in  this  work. 

The  Chairman.  The  railroads  used  their  own  employees  who  were  hired  to 
perform  regular  railroad  duties,  for  some  of  these  purposes? 

Mr.  Fletcher.  Yes, 

In  February  1932  the  Kentucky  roads  were  engaged  in  an  effort 
to  put  througli  two  bills  in  the  Kentucky  legislature  regulating  bus 
and  truck  traffic.’*  The  vice  president  and  general  counsel  of  the 
Louisville  & Nashville  Railroad  in  a letter  to  Judge  Fletcher  ex- 
plained his  use  of  railroad  staffs. 

I communicated  yesterday  with  every  railroad  attorney  and  every  station 
aeeiit  and  all  of  the  Louisville  and  Nashville  surgeons,  requesting  tliat  they 
liave  letters  or  telegrams  sent  from  a number  of  the  most  iiilluentuil  friends  of 
their  respective  senators  and  representatives,  as  also  communications  from  the 
principal  county  officials.'* 


™ Shortly'  aOerVhe  A.  A.  R.  took  over  the  legislative  work,  Mr.  Fletcher  suggested  a further 
r^.finpTTjpnt  nf  tlu‘  metbotls  foi*  npmiaciin^:  C(msre8>"nien  : ^ -tn-4.  s 

“I  think  it  would  bo  wolt  for  the  pe  'son  who  is  charvod  w-ith  primary 
oaoh  State  to  assiitn  a jiarticular  Con,£rressmaii  to  some  mombor  of  the  organization 
committee,  with  tiie  request  that  tie  peisoii  to  wbora  a particular  < onurossmaa  is  ass.pned 
endeavor  to  have  him  interviewed  at  home  by  as  many  of  his  influential  con.stituents  ^ 
can  be  persuaded  to  undertake  the  task.  It  would  be  very  helpful  indeed  if  a P' 

fluential  citizens  in  each  district  could  mention  the  matter  to  the  t oiiirresstr  an 
him  tef  understand  that  the  measures  advocated  by  the  railroads  meet  with 
his  constituents  and  that  those  measures  which  the  railroads  disfavor 

with  a!iproval  > v tlie  influential  men  among  the  Congressman  s constituents.  (Exlnb.t  No. 
3462  ibid.,  p.  1*^470  ‘Tt  p.  10471  ) 

- No5463,  3521,  ibid.,  pp.  10471,  10513. 

« At ’'the  ^ubcotnni’it^^^^^^^  expliiined  the  employment  of  outside 

doctors^and  Pave  in  each  State  a firm  of 

sincle  lawver,  who  is  responsible  for  the  law  business  of  the  rai.road  m 

are  sometimes  called  State  attorneys  and  sometimes  district  attorneys.  ”tho^rnii^ 

men  are  sa’anod  men.  although  they  do  not  in  every  case  give  all  of 

road’s  work  * * * qq^e  local  attorneys  and  local  surgeons  are  found  in  each  county, 

or  trenerallv  s’^e‘*king,  there  is  one  in  each  county  representing  the  railroad  that  may  ser\e 

?lmr  count^  They  are  generally  on  what  is  known  as  a fee  basis  They  are  P-'^*d.only  such 

amounts  as  they  may  earn  by  their  actual  service  in  conit  in 

the  case  of  suroeons  such  service  as  they  may  render  on  the  call  of  the  railioad 

(Ibid.,  pp.  10084-10085). 

Exhibit  No.  3452,  ibid.,  p.  10462. 
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By  1934  this  technique  had  been  further  refined.  The  Georgia  and 
Florida  railroads,  for  instance,  wrote  to  Judge  Fletcher  that  they 
had  organized  their  states  on  the  basis  of  congressional  districts  with 
a chairman  in  charge  of  each  district  and  that  local  officials  of  the 
ri  ilroads  would  be  directly  responsible  to  them. 

There  has  been  put  at  the  disposal  of  these  District  (’hairmen  railroad  officials, 
jitorneys  and  surgeons  located  in  the  respective  districts,  and,  such  District 
01  airman  will  have  the  right  to  call  upon  them  for  anv  assistance  he  may  need 
w thout  the  necessity  of  going  through  individual  railroads." 

.Mr.  Fletcher  testified  that  such  “as.sistance”  included  political  aid.^* 

At  the  same  time  the  North  Carolina  Railr<)ad  Association  set  up 
a nmilar  system. 

it  was  decided  that  the  different  raiiroads  would  send  to  the  riiairman  as 
qu  ckly  as  possible  a list  of  its  traffic  representatives,  particularly  its  traveling 
fr.  ight  and  passenger  man,  its  local  coun.sel.  its  local  surg(>ons  anil  agents,  with 
th 'ir  title  and  address,  upon  whom  (he  DLstricl  ('hairman  will  he  authorized 
to  call  for  aid  in  any  matters.  It  was  also  agrei'd  that  instructions  should  he 

gi’  en  by  each  line  to  these  parties  to  respond  to  the  call  of  the  District  Chairman 
as  and  when  requested.'^" 

Th©  southern  railroads  were  not  tlic  only  on(*s  to  luak©  use  of  their 
of  icial  staffs.  The  'Wabash  Railway  Co.  in  1935  called  on  its  local 
ex  2cutives  to  aid  in  the  fight  to  turn  the  work  of  the  Federal  Coor- 
di  lator  over  to  the  Association  of  American  Railroads.*®  ]\Ir.  T.  I\I. 
H lyes,  assistant  general  manager  of  the  railroad,  wrote  to  the  Ohio 
R:  ilroad  Association  as  follows: 


t addri'ssed  a letter  to  each  one  on  my  mailing  list  which  includes 
sone  7.)0  prominent  and  intlnential  citizens  in  the  six  States  through  which  we 
op(  rate,  as  well  as  addressing  all  Supervi.sory  Officers  on  the  Wabash  System^ 
a.s]  ing  them  to  handle  the  matter  through  their  various  deixartments  in  an 
em  eavor  to  get  more  members  of  the  public  to  express  to  their  Senators  and 
U)igressmen  the  view  that  the  office  of  the  Federal  Coordinator  should  be 
discontinued  and  the  Association  of  .\merican  Railroads  be  iiermitted  to  handle 
rai  road  affairs.  ‘ 


The  M abash  also  took  the  lead  in  January  1936  in  mobilizing  sup- 
po  t for  the  Pettengill  bill  amending  the  long-and-short-haul  provi- 
sicn  of  the  Interstate  Commerce  Act.  The  help  expected  from  local 
representatives  of  railroads  was  described  in  a letter  from  the  super- 
intendent of  the  M^abash  addressed  to  “all  agents.” 


j he  I ettengill  bill  known  as  II.  R.  32(53  will  be  before  the  hou.se  of  renre- 
sen  atives  in  a very  short  time. 

I or  your  private  information  it  appears  that  a majority  of  the  Congressmen 
are  favorably  for  the  passage  of  this  bill.  The  favorable  passage  of  this  bill 
VAil  gi\e  lelief  to  the  Railroads  from  the  4th  Section  of  the  Act  to  regulate 
con  nierce.  In  other  words — if  this  bill  is  favorably  passed  it  will  give  the 
rai  roads  an  opportunity  to  make  lower  rates  to  Pacific  Coast  points  and  not 
dis:  upt  [1.  e.,  lower,]  intermediate  rates,  which  will  place  the  railroads  in 
pos  lion  to  meet  the  competition  of  water  carriers.  * * * 

representative  from  this  office  will  call  at  your  station  in  the  next  two 
or  hree  days,  endeavoring  to  secure  favorabie  letters  addressed  to  Congress- 
mei  in  legaid  to  the  passage  of  this  bill.  If,  however,  circumstances  are  such 
tha  the  representative  does  not  show  up  at  your  station  in  a reasonable  length 
of  line,  you  are  requested  to  contact  representative  citizens  endeavoring  to 
seci  re  such  letters.  If  you  cannot  secure  a copy  of  each  letter,  be  sure  and 


Exhibit  No.  3450,  ibid.,  p.  10460. 

:bid.,  p.  10079. 

i’^xhibit  No.  3451.  ibid.,  p.  104G1. 

^ <ee  pp.  33-40,  supra. 

Exhibit  No.  G451,  Hearings.  Part  XXIII.  p.  10464. 
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.eenre  the  h«me  »t  the  cltw,  seiuling  the  letter.  we  must  have  thie 
information  for  our  record.®^ 

This  plan  appeared  so  admirable  to  the  Association  of  American 
kSs  that'a’  few  days  later  Judge  Fletcher 

of  all  the  state  legislative  committees  and  suggested  that  they  lollo 
a similar  procedure. 

Merchants  aud  other  busiuessmen  in  towns 
Railway  in  the  State  of  Missouri  have  been  cama^ed  m p^ 

of  the  Pettengill  bill  by  ^^^'^^tives  fro^  ^U^r  tie  worked 

S’ 

SeVthl‘f^ct?r"\o‘Sfl^^^^  clause 

urging  passage  of  the  bill.  , „ ry  m h.,vps  Assistant  General  Manager. 

A that  they  vlaUcl  ntaeteeu  amah  atat.oas 

and  secured  more  than  ninety  expressions  from  local  businessmen.^^  As  Mr.  Ha>es 
renorts  “This  is  actnallv  contacting  the  people  at  the  cross-roads. 

I felt  that  you  would  be  interested  in  such  an  example  of  carrying  our  stoiy 

directly  to  peojde  who  should  be  aud  can  be  inteiested.  ^ ^ 

The  priqu-iety  of  such  actions  was  discussed  at  the  subcommittee’s 
hearings  by  Judge  Fletcher. 

Tbe  CiixiKMVN  Of  course,  that  is  an  attempt  to  stimulate  people  to  write 
leUers  m their  Congre.ssmeu  and  Senators  and  to  urge  outsiders  to  also  write, 

and  the  outsiders  would  not  know  any  thing  about  the  facts.  * * 

Mr  Ft.i’tcttf.u.  No.  Senator  Wheeler,  I do  not  agree  with  yon. 

The  CH  viKMAN.  Wi'll.  the  average  fellow  at  a crossroads  <^ccs  iiot  hai  e 
onnortiiuitv  to  know  all  the  facts;  he  only  hears  one  side,  and  dws 

not  know  whether  the  proiiosed  legislation  would  be  bencflcial  or  not.  ^cver- 
^^Ls^^oir  go  ahead  and  get  him  to  write  a Mter,  perhaps  it  may  haie 
some  influence  on  some  Congressman  or  some  Senator,  I don  t know. 

"Tlr  theory  is,  and  I think  there  is  much  to  back  up 

pfForts  wall  be  made  on  the  other  side  of  the  question,  and  w^e  think  an 
exnlaiiation  should  be  made  of  our  side  of  the  situation.  We  happen  to  know 
of  people  doing  the  same  thing  who  are  on  the  other  side  of  the  questions. 

TlTcHAmiLx.  Perhaps  that  is  tme.  But  whether  it  comes  troin  your  sid 
or  the  other  side  it  is  not  a very  healthy  or  intelligent  way  m legislate.  Aon 
mi'>-ht  to  be  able  to  ]»r('sent  voiir  views  ro  Senators  and  rougiessinen  i . • _ 
inatoii  and  the  question  of  the  propriety  of  enacting  legislation  whicffi  is 
proposed  ought  to  be  decided  on  the  facts  as  presented  to  congressional 

comniiftpos. 

The  ^rmSiiAN^  InS^^  inflneiiee  attenipteii  to  he  brought 

either  side,  by  way  of  propaganda  which  represents  one  side  or  the  othei.  and. 
generally  speaking,  not  very  intelligent  propaganda  at  that. 

Western  roads  were  particularly  active  in  securing  support  for  the 
Pettengill  bill  and  set  up  a special  staff  to  campaign  for  it. 

Air  Fletcher  * * * I think  there  was  a special  committee  <>f  railroad 

emn  oveef  m-Siized  in  the  West.  I would  say,  principally  in  Ca  ifornia 
though  it  majMiave  extended  beyond  that.  But  four  or  five  men  were  detached 


82  Exbibit  No.  34H6.  ibid.,  pp.  10165-10466. 

83  Exhibit  No.  3455.  ibid.,  p.  1046o. 

8^  Ibid.,  pp.  10083—10084. 
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t!  ThJ"  WH  endeavoring  to  create  sentiment  with  reference 

The  CH^iRMi  ThSr  the  railroads. 

tL^C^IIiI^^w7o^^}^  not  be  anything  wrong  with  that,  would  there? 

pMid^ent  v^ew^wh^^^^^^^  ^hey  represented  inde- 

rsilroads.  ’ ^ were,  as  a matter  of  fact,  being  financed  by  the 

pETx^Y.  Of  course,  the  interest  of  those  men  is  their  iobs  nrim«riiv 

th.y  tere"tnTrpar.Z\t;rS,K  - 

hired  to  do  a particular  job  are  obligated  to  spend  their 

acenti'^as  wpfl’  of  wliether  the  interests  of  railroad 

^ 1 S’  1 railroad  executives,  are  served  by  such  legislation  • 

nl^knomrTnT  "f  ‘*'®  “rti'-ities  of  three  repres«ntaf.ivei 

ar.  knovn  to  legislators  or  appear  to  be  the  actions  of  outsiders 

whLE‘d’“  “'®  Chairman 

USE  OF  CHAMBERS  OF  COMMERCE 

The  advantage  of  using  railroad  staffs  was  that  they  were  de- 
th‘  t^ whe^thp®  railroads  for  their  livelihood;  the  disadv'Intage  was 
pni!  r known  as  railroad  representatives  their  influ- 

en  e was  dimm^hed  by  reason  of  the  special  interest  they  had  in 
thf  situation.  This  disadvantage  did  not  exist  in  the  casL  where 
lailioads  were  ah  e to  get  outside  bodies  to  present  the  railroad  point 

+ ^ of  the  Association  of  American  Eailroads 

tes  ified  that  this  was  a definite  policy  itaiiroads, 

£sr~“-s 

^ !••  Peixey.  Yes,  sir ; that  is  quite  true.“ 


“ PP.  10146-10147. 

“ bid.,  p.  10084. 

by  a illustrated 

Pennsylvania  Railroad 
^31?'  04!iZy^'m‘”o"a^'^'*“'^”“  Memorial. 

5o’  nn^’~P^’i’”‘^'’jchi'a  Chamber  of  Commerce, 
oo,  000— Philadelphia  Business  Progress  Association. 

Southern  Pacific 

Chamber  of  Commerce, 
f 9>  929  Portland  Chamber  of  Commerce. 

in  ’'•■‘"’'’er  of  Commerce. 

5.®’  000— California  Chamber  of  Commerce. 

' 35  6o-r~Vjf ’v  Francisco. 

U:  000=caiifo;:;51Ll‘"Sc’'"'‘"’ 

**  I >id„  pp.  10138-10139. 
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There  were  many  ways  in  which  chambers  of  commerce  could  be 
helpful  to  tTe  StlrLds.^  They  were  often,  for  instance,  put  orward 

as  sponsors  of  legislation,  though  the  bills  were  ^ 

roads  In  1932  the  period  when  bus  and  truck  competition  was 
L°rious  worJ;  S kilroads,  the  Motov  Vehicle  ^mm.ttee  of  the 
A R E.  drew  up  a bill  to  regulate  busses  and  trucl&.  Mr  A.  r. 
Russell  of  the  New  York,  New  Haven  & Hartford  Railroad,  in  a 
letter  to  Mr.  Fletcher  marked  “confidential”  described  the  manne 
in  which  it  was  to  be  introduced  in  Congress. 

ThP  <,uh-committee  * * * prepared  a bill  which  in  our  opinion  would 

£3sr‘^4‘”f 

might  be  sponsored  by  the  New  Jersey  Chamber  of  Commeice.  ^ 

TLic;  hill  was  subsequently  introduced  by  a New  Jersey  Congress- 
mm!:  reteLby  aT^feoue^t  of  the  Chamber  of  Comme^^^^ 

Fletcher  then  wrote  to  the  members  of  the  A.  K.  t,.  legisiau  e 

mittee : 

Mr  Rnsaell  Stated  to  me  recently  over  the  telephone  that  the  bill  was  being 
the  bill  seems  to  be  fair.” 

Thus  the  bill  was  first  drawn  by  the  railroads  in  such  language  and 
form  that  it  would  not  bear  the  earmarks  of  a railr^d  measuie,  it 
5vas  then  introduced  in  Congress  as  a Chamber  of  Commerce  bill , 
and  finally  it  was  circulated  as  a bill  sponsored  by  an  outside  or^an  - 
zation  which  the  railroads  nevertheless  considered  fair 

In  November  1933  Coordinator  Eastman  issued  a questionnaiie  re- 
latino- to  Federal  transportation  legislation  and  imnted  chambers  of 
commerce,  boards  of  trade,  other  organizations  and  individuals  to  le- 
tZ^d  to  this  questionnaire.-  It  was,  of  course,  essentuil  that  the 
answers  be  independent  views  in  order  for  the  Federal  Coordinator 
to  ascertain  the  sentiment  of  the  country  in  regard  to  transportation 
m-oblems  The  railroads  considered  it  of  “vital  importance  to  the 
railroads' of  this  country  that  the  replies  of  the  various  chambers  of 
commerce  etc.,  be,  as  far  as  possible,  favorable”  to  the  point  of  view 
of  the  railroads.-  Therefore  Judge  Fletcher  prepared  a set  of  an- 
swers which  presented  the  views  of  the  railrmds 
to  the  legislative  committees  of  the  A.  R.  E.  with  the  followin,., 

4-equest : 

PlP3se  take  np  with  the  Chamber  of  Commerce  or  any  other  civic  organiza- 
Please  raKC  I m-evailed  on  to  act  favorably  and  urge  them  to 

S?,m  tlie  reJlonnnfre  4 Sal  Conilnator  of  T.;n„,portatlon  with 

replies;  which  will  represent  as  far  as  possible  om*  views  (■which  are 
in^Judge  Fletcher’s  answers  to  the  questionnaire)  on  this  troublesome  question. 

8»  Exhibit  No.  3.50L  ibid.,  p.  1 0.500. 

^ Exliibit  No.  3505,  ibid.,  p.  10501. 

Idem.  - 

03  Exllibit^No.^^^  ibid.,  pp.  10503-10504. 

05  ^xhibH  No.  3510,  ibid.,  p.  10503  at  p.  10504. 
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fL  f I r re«iuest  was  carried  out, 

fr^nf  H <^arolma  committee  2 weeks  later  had  obtained  answers 
r)m  12  chambers  of  commerce  and  commented:  “The  answers  as  a 
ru  e were  very  satisfactory.” 

-Apparently  the  activities  of  the  railroads  were  so  widespread  that 
tiny  canm  to  the  attention  of  the  Coordinator,  for  in  Decemlier  a let- 
tej  from  the  Virginia  committee  stated: 

fm’mnnil  fifi'’;  recently  criticized  the  railroads  for  endeavoring  to 

SmughoS  commerce  and  other  organizatLs 

At  the  subcommittee’s  hearings  the  Chairman  concluded : 

Jiat  I\lr.  iiastinMD  wanted  w’as  tlieir  indenendent  vipw«  nnH  ni-i*- 
the  view’s  of  the  railroads  that  were  suggested  to  them.  In  other  words  what 
he  tv as  trying  to  do,  and  w’hat  w’e  all  ought  to  try  to  do,  was  to  get  the  inde- 
pen lent  views  of  tliese  chambers  of  commerce,  not  based  upon  wdiat  the  rail 
roals  mink  but  what  they  themselves  think.  After  all,  vmu  Ithe  A A ri‘ 
nwintain  an  office  here  and  the  railroads  can  get  their  views  to  the  Coordinator 
or  10  the  committees  of  Congress.  But  frequently  wliat  we  would  lik^  o know 
IS  rot  ju.st  w’hat  the  railroads  think  about  it  but  what  the  general  public  thinks 

geVdi-ir^wUn  independently  think  about  it.  But  we  do  not 

and  infinon,^^  mdroad  attorneys  in  the  various  communities  just  go  to  them 

Another  way  in  which  chambers  of  commerce  were  useful  to  the 

iq-u'TboA?-''  ««  witnesses  for  certain  bills.«»  In  June 

) the  Ohio  Chamber  of  Commerce  was  asked  to  appear  and  tes- 
against  certain  labor  bills.  The  secretary  replied : 

^ 

21)1;  a L consider  the  most  important  of  these  biUs.^ 

, e e>,  requite  coaching  hy  you  or  some  other  experienced  railroader 

At  the  hearings  Mr.  Fletcher  stated  that  he  considered  “coaching” 
witi  lesses  perfectly  legitimate.  acmng 

lie  Chaiiuian.  * * * Did  you  coach  Mr.  Dixon’ 

a..y  of  spee.a,  lafomaeion  as“  tTZV^eTl'll, 

ought  to  know  that  before  he  came  down  to  annear 

toVh  . frIiXdt  bm  InfmL^i^e^rbif/’ 

In  the  case  of  one  bill  the  western  railroads  went  so  far  as  to  finance 
a chi  mber  of  commerce  to  promote  this  measure."  In  September  1935 
the  1 Vestern  Raihvays  Committee  paid  $766.88  to  the  Chicago  Associa^ 


ibid.,  p.  10504. 

iir  i.  I).  10143  ’ 

PP-  10502-1050.3. 

» mi  P-  supplied.] 
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Mr.  Fijettcher.  Senator,  I don’t  think  it  Im^e  ^ witims^^^.  ^ That 

where  anyone  has  a litigation  than  the  legitimate 

eTenSLTJhoS  wffio"  cTm?tre“"The’  railroads  were  undoubtedly  Interested 

'“The  ^ler'have  recently  appeared  before  the  committee,  and  they 

have  appeared  before. 

Se  c'SmMAN' bS  whelt  they  appeared  before 

fact,  they  were  employed  by  the  railroads. 

USE  OF  SHIPPERvS 

In  1923,  the  American  Railway  Association,  predecessor  of  the 
Association  of  American  Railroads,  organized  thirteen  regional  ship- 
pers’ advisory  boards  to  provide  a common  meeting  ground  between 
s^iippers  and  railroads  in  connection  with  transportation 
The  boards  came  under  the  jurisdiction  of  the  car  seivice 
of  the  A.  A.  R.«  and  their  membership  consisted  of  shipppis^  dis- 
tributors and  receivers  of  freight.®  The  secretaries  of  the  boards 
were  on  the  pay  roll  of  the  A.  A.  R.  and  incidental  expenses  were  als^o 
paid  bv  the  A*.  A.  R.^®  Nevertheless  both  the  shippers  and  the  lail- 
roads  maintained  that  the  boards  were  independent  organizations 
Tjr»le  purpose  of  the  boards  .luring  the  Hrst  "f 

existence,  was  to  deal  with  the  problem  of  car  shortape.  ’ Hut  in  1932 
S AUaudfstates  Shippers  .(dvisory  Board  revised  its  eousmutiou 
PO  that  it  could  deal  with  other  mattersv  including  legislation.  Ar. 
W H Chandler,  a member  of  the  Boards  executive  committee, 
thereupon  resicrned  because  he  felt  the  board  was  entering  the  field 
of  politics  under  the  domination  of  the  railroads.  Mr. 
pointed  out  in  a letter  that  if  the  Advisory  Boards  considered  them- 
selves “independent  of  the  carriers.”  and  thought  that  the  can i^ei.^ 
did  not  influence  “in  any  way  the  policy  of  the  Advisory  Boaids. 

thev  were  onlv  “kidding”  themselves."®  .r 

However,  it  was  not  until  1935  that  the  A.  A.  R.  made  a statement 
approving  the  legislative  activities  of  the  Boards  and  empowering 
them  to  form  legislative  committees."®  In  this  statement  the  A.  A.  K. 

said : 

The  Boards  afford  a splendid  set-up  for  handling  all  questions  of  this  kind 
Each  important  section  of  the  country,  and  every  industrial  ,'1 

interest  in  each  section  has  both  adequate  and  localized  representation  in  the 

® Orthe  personnel  of  the  memhership  in  these  Boards  there  is  no  need  to  say 
anvthing  other  than  that  it  represents  the  leading  and  most  intelligent  thong  it 
In' transportation  matters  of  industry,^agriculture,  and  banking  in  each  teiiitoi.\ 
and  throughout  the  nation  as  a whole.” 


® Idem. 

Ibid.,  p.  10147. 

8 Idem 

9 Exhibit  No.  .^517,  ibid.,  p.  10507. 

»»  10507.  10500. 

“Ibid.,  p.  10147. 

«ETbibU  No.^3516.  ibid.,  p. 

“ Exhibit  No.  3518,  ibid.,  p.  10508. 
w Exhibit  No.  3519,  ibid.,  p.  10509. 
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' )bviously,  mch  a far-flung  organization  could  wield  great  power 
an  1 influence  in  promoting  railroad  legislation,  and  it  quickly  got 
mt  5 action.  On  January  29,  1935,  the  Northwest  Shippers  Advisory 
lloird  held  Its  annual  meeting  and  passed  resolutions  in  favor  of  a 
sp(  cial  railroad  bilOj  rhe  extent  to  which  the  American  Railway 
As  ociation  controlled  the  meeting  is  revealed  in  a letter  written  by 

the  head  of  the  Car  Service  Division  of  the  A.  R.  A.  to  the  pi-esideiit 
ot  he  Security  Owners  Association. 

Till  will  find  the  discussions  in  the  proceedings  leading  un  to  the  nf 

tees  e resolutions  very  interesting.  The  antagonism  shoti from  a slu 
min  in ty»  block  of  Barge  Line  advocates  or  enthusiasts,  which  we  use  as 
tS"S^norknow"t^  performed  very  nobly  in  this  case,  although 

^ shippers’  boards  appear  to 

be  ndep^dent  bodies  was,  as  the  letter  went  on  to  say,  in  order  to 

im|  ress  the  wngressmen  that  the  railroads  were  not  alone  in  the  bills 

“were  backed  by  solid  public  opinion.” 

tho  ^ Advisory  Board  rallied  its  forces  to  get 

the  Governor  of  California  to  veto  the  train-leiigth-limit  bill.^'i  \ re- 

por.  to  the  A,  A.  R.  from  the  San  Francisco  offices  stated: 

through  organized  effort  on  the  part  of  the  railroads  and  mv 
ffici , we  have  contacted  practically  every  shipper  in  California.® 

Governor  Merriam  subsequently  vetoed  the  bill 

A \ R®  ST’J'fw  president  of  the 

shippers’  boards  are  “subsidiaries”  or 
.ri  ^’i^' ^''^,^^’ritained  that  the  shippers  were  acting 
ind(  pendently  when  they  advocated  legislation.  ^ 

r Chairman.  It  is  clear  that  the  A.  A.  R.  considers  the  shippers’  advisorv 

"”1  that  the  hoards  ari- 

s^on^ny™',h’e,fw^„hTilrato^”  they  can 

.,o?;.„'Sr;o'”he^p7S »”  tanroaa  ,e»,s>a. 
Mr  Pelley.  I think  that  is  correct 

• * * ’ * * ♦ ♦ 

Chairman.  * * * So  that  these  orgraniziitions  were,  in  fact  branches 

of  th>  As.swmtion  of  American  Railroads,  although  they  have  eiven  out  t^tbo 

fmnr!  are  speaking  for  the  public  ; at  lea.st  thev  have  given  that 

imprj  ssion  to  Senators  and  Congressmen.  That  is  what  they  want  to  lonvey,  is 

Mr  P^xEY.  The.v  could  not  speak  for  anybody  else,  S(  nator. 

Th.  Chairman.  They  could  not? 

Mr.  Pfxley.  No,  sir. 

directed,  as  a matter  of  fact,  to  a large  extent  bv 

Mr  PbiS  Tes  S'''”'"''  "if’l'r"’'  ” ™"'  hhsah'ratwn?  ' 

uJ"  r".’'  “ h,divia,.ala  and  as  ah„y 


^K?hibjt  No.  3524,  ibid.,  dd  10515-1051ft 
^ Id  ’ P*  10517, 

« Fs  hibit  No.  3528,  ibid.,  p.  10517 

“ Ibi  1,  p.  10158. 
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Mr.  Pelley  did  not  deny,  however,  that  the  A.  A.  R.  used  these  sub- 
sidiary bodies  in  order  to  further  the  railroads’  ends. 

The  Chairman.  The  Association  of  American  Railroads  utilized  the  machinery 
of  the  shippers’  advisory  boards  to  promote  the  railroads  legislative  program, 

*^^Mr!^^E^Y.  I think  the  answer  to  that  is  yes— wherever  it  can  be  done.” 

SECTIONAL  LEGI6L.ATI0N 

The  Association  of  American  Railroads  stressed  as  two  of  its 
obiectives  the  creation  of  an  organization  to  represent  the  railroads 
as  a whole,  and  the  formation  of  a national  policy. Its  lailure  to 
achieve  these  aims  in  certain  fields  has  already  been  discussed ; its 
activities  in  legislation  furnish  further  examples  of  working  at  cross- 

The  Pettengill  bill,  as  already  noted,  was  intended  to  aid  western 
roads  to  overcome  water  carrier  competition  I’ia  the  Panama  Cmial 
on  freight  shipped  by  rail  from  the  east  to  the  west  coasts.*®  But 
the  east  coast  carriers  did  not  benefit  by  this  bill. 

The  Chairman.  As  a matter  of  fact,  Mr.  Pelley,  some  of  the  eastern  roads 
would  not  be  benefited  by  the  jiassage  of  the  Pettingill  bill,  would  they . As  it 
matter  of  faet,  would  not  some  of  the  eastern  roads  find  it  detrinieutal . 

Mr.  Pellet.  I doubt  if  that  is  true.  , <,  tt  4-4=^  lo 

The  Chairman.  How  about  the  New  York,  New  Haven  & Hartffwd. 

Mr.  Pellet.  It  would  not  help  them.  In  fact,  I think  dll  New  Engldna  ts 

opposed  to  it.  , u .x  *.0  t4- 

The  Chairman.  As  a matter  of  fact,  it  would  hurt  them,  would  it  not.  It 

would  be  detrimental  to  all  the  New  England  roads? 

Mr.  Pellet.  I do  not  think  it  would  help  them  a great  deal. 

Nevertheless,  the  A.  A.  R.  vigorously  supported  this  bill.  The 
traffic  department  of  the  Association  was  particularly  active  in  urging 
railroads  to  induce  influential  citizens,  chambers  of  conmierce,  and 
others  to  send  wires  to  Congressmen.*=®  Any  expenses  in^rred  m 
sending  such  telegrams  were  to  be  reimbursed  by  the  A,  A.  R.**  The 
question  as  to  whether  such  activities  were  properly  the  business  of 
the  traffic  department  was  not  answ'ered  at  the  subcommittee’s  hear- 
ings, nor  Avas  any  explanation  offered  as  to  why  the  Association 
sponsored  a measure  harmful  to  some  of  its  members.  The  Associa- 
tion’s support  of  the  Pettengill  bill  is  particularly  interesting  when 
it  is  remembered  that  in  opposing  revision  of  freight  rate  divisions 

S’  Ibid.,  p.  10147.  It  should  also  be  noted  that  in  addition  to  shippers  helping  the  raih 
roads  the  railroads  often  helped  the  shippers.  For  example  in  19-Sl  the  Colgate-Palmolne^ 
Feet  Co.  called  on  the  Chicago.  Milwaukee,  St.  Paul  * 

a bill  in  the  Minnesota  State  Legislature  which  would  he  detrimental  to  this  shm j er. 
(Exhil)it  No.  3501.  ibid.,  pp.  10498-10409.)  The  railroad  promptly  called  on  its  repre- 

spntative  in  Minneapolis  who  reported  back  a week  later  : x ^ Km 

“*  * * I told  Representative  Spillane  that  while  we  were  not  interested 

the  fact  was  that  one  of  our  good  customers  had  considerable  interest  m and  for  4nat 
Reason?  if  it  did  not  mean  anything  from  a political  ^tan^dpoint..  it  would  please  me  very 
much  if  he  would  forget  it ; so  when  I left  him  I had  the  bill  in  my  pocket 

^^^MdhUs'N^^^  10418,  10429  ; ibid.,  pp.  10060,  10127. 

^ See  pp.  26-42.  supra. 

^ See  p.  52,  supra.  , 

81  Hearings.  Part  XXIII,  p.  10141.  [Italics  .supplied.] 

« Exhibit' No.^tsi 3,  ibid.,  p.  10505.  At  the  hearings  Mr  Pelley  said  he  did  n?,t  kn«w 
of  the  A.  A.  R.  paying  for  any  wires  unless  they  w^ere  included  as  an  o\ercoat  in  the 

expense  account.  Ibid.,  p.  10146. 
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M'.  Pelley  said  that  the  Association  was  not  interested  in  helping 
0112 1’oad  airainst  another.^^  The  Pettengill  bill,  of  course,  did  exactl? 
^ j sijjmficant  that  the  western  roads  would  suffer  from  re- 

VI!  eel  freight  rate  divisions  while  they  would  be  helped  by  the  Pet- 
teii^ill  bill.  It  might,  therefore,  be  surmised  that  the  dominance 

oi  the  union  Pacific  in  the  Association  had  some  connection  with 
its  stand. 

Vnother  problem  involving  sectional  versus  national  interests  is 
le^  islation  aimed  at  the  restriction  of  trade,  such  as  the  port-of-entry 
biJls.  As  spokesman  for  the  railroads  of  the  country  the  A.  A.  R. 
lia  > repeatedly  avowed  its  belief  in  the  formation  of  a national  trans- 
po  -tation  policy  which  would  serve  the  best  interests  of  the  entire 
cm  ntry.^«  Nevertheless  it  has  continued  the  methods  of  its  prede- 
cessor orpnizations  m combating  the  trucking  industry  and  in  sup- 

po  in^  legislation  which  has  resulted  in  the  erection  of  trade 
bai  ners.®^ 

was  discussed  at  the  subcom- 

mi  tee  s hearings  with  Mr.  J.  J.  Pelley,  president  of  the  A.  A.  R. 

■ ^ * * *.  'The  Association  of  American  Railroads  considers  itself 
m ] ait  at  least,  responsible  for  the  whole  national  transportation  situation,  does 
It  rot.  You  consider  that  wuthin  your  province,  do  you  not? 

.A  r.  Peixey.  The  welfare  of  transportation  is  one  of  its  objectives;  yes;  par- 
tlci  larly  rail  transportation.  > .i  > no 

A r.  P.KOWN-.  You  have  a transportation  division,  so  that  you  do  consider  truck 
trai  sixu-tation  involves  you,  whether  wullingly  or  unwillingly ; and  do  you  con- 
sidt  r It  the  wisest  way  to  handle  the  problem  of  truck-rail  competition?  I mean 

by  solated  action  in  States  to  harass  trucks.  Or  would  it  be  better  by  having 
a n itional  policy?  ^ ® 

. know  of  any  action  w’e  have  taken  to  harass  truckers 

in  1 idividual  States. 

******* 

S nator  Trtiman.  Erection  of  these  ports  of  entry  at  State  boundary  lines, 
authorized  by  bilLs  which  your  Association  helped  to  lobby  through  the ‘legisla- 
tnrts;  would  not  that  be  an  example? 

IV]  V.  Pktxey.  I do  not  know  that  we  have  done  any  of  that. 

Si  nator  Truman.  Well,  I was  only  going  on  the  ‘record  made  here  in  the  last 
cic  ys. 

Air.  Pkli.ey.  I mean  that  if  we  .spon.sored  such  biils,  I do  not  know  much  about 

* ■ . * «'»^ry  bills  if  thev  were  good. 

* 1 » We  would  favor  action  of  that  kind  if  it  w-as  fair  and  right 
M *.  Drown.  It  sets  up  a tariff  wall. 

AI  •.  pRijjA^  Oh,  no.  not  a tariff  wall. 

S*  nator  Truman.  That  is  what  it  really  amounts  to.  It  is  a tariff  wall 
ngai  ist  another  State. 

AI  Petjjcy.  I iiiiderstaiid  rhe  States  that  have  them  are  verv  well  nleased 
with  them.  i • 

M) . Brown.  It  is  not  a question  of  whether  the  States  were  pleased  with  them 
or  nt*t.  It  is  a question  of  whether  the  national  trans]>ortation  of  the  country 
IS  he  t served  by  a system  of  individual  tariffs  or  by  a national  policy. 

Ml . Pftxey.  Well,  we  have  not 

Se  lator  Truman  (interposing;).  Suppose  every  State  in  the  Union  decided  to 
set  u i a station  at  the  boundary  line  and  make  a charg;e  for  every  veliicle  crossing 
the  ITate  line;  and  suppose  they  should  decide,  as  some  municipalities  do  in 

Fran*e,  to  charge  a tax  payable  l>v  every  vehicle  coming  into  the  municipality^ 

and  me  cannot  enter  some  French  towns  without  paying  an  entrance  fee:*  do 
you  hink  that  would  be  a good  thing  for  the  commerce  of  the  country? 

Ml  PtXLFTY.  Oh,  generally  speaking  I would  say  no. 

^ I id,,  p.  O9S0. 

S ‘e  p!>.  30-17,  supra. 

Jfenato  roinmittee  on  Interstate  romnierce.  70th  Cons  Ut  sess 
roimnitteo  on  Interstate  and  Foreiirn  romm-ive’ 
ibid  I ^ Hearings.  Part  XXUT,  p l0.yS7;’ 

k ciiibits  Nos.  R5C0.  ,ar>0S,  ibid.,  pp.  10o04-10r>t;7. 
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the  highways,  but  that  this  as  not  the  way  to  do  it  all.“ 

handle  transportation  in  a national  way  if  it  is  to  be  . P \ . 

In  recognition  of  the  serious  effects  oti  iiAernal  trade  of  lack  of 
uniformity  in  State  and  local  laws,  one  of  the  provisions  of  the  Motor 

Carrier  Act  of  1935  reads : 

The  [Interstate  Commerce]  Commission  is  hereby  authorized  to  investiga^^^ 
report  on  the  need  for  Federal  regulation  of  the  sizes  and  weight  of  motor  ^ehlcles 

and  combinations  of  motor  vehicles  * * . . . i -i 

Three  years  before  the  passage  of  the  Motor  Carrier  Act  the  lail- 
roads  were  urging  uniformity  in  sizes  and  weights  of  inotor  vehicles. 
The  Association  of  Railway  Executives  in  a letter  dated  Januaiy  16, 
1932,  outlining  its  legislative  program  said : 

Tt  has  been  suggested  * * ♦ that  it  would  be  highly  desirable  if  there  could 

be  uiSorm  leSaGoii  on  the  subject  of  regulating  motor  vehicles  parU^^^^^ 

may  be  accomplished.  _ 

And  3 years  after  the  passage  of  the  Motor  Carrier  Act  ■>'^■>"0"? 
before  this  subcommittee  in  1938,  counsel  for  the  A.  A.  R.  said . 

law  on  the  subject,  the  question  would  be  different,  of  course. 

On  the  same  occasion  the  president  of  the  A.  A.  R.  stated . 

* * * It  would  be  much  better  if  we  could  have  a national  transportation 

law  or  system,  as  you  have  suggested,  but  we  have  not. 

Hon  ever.  the  A.  A.  R.  is  now  exercising  the  influence  of 
to  oppose  any  recommendation  by  the  Commission  that  the  size  a 
weiillt  of  mo{or  vehicles  be  subject  to  Fee  era  repilation.  In  a brief 
tiled  with  the  I.  C.  C.  on  November  2o,  1940,  the  A.  A.  R.  stated . 

to  Congress.*"  , j: 

In  defending  this  position  the  A.  A.  R.  is  frank  to  admit  that  it  fears 
uniformity  ofAaws  will  result  in  increasing  truck  transportation  and 
weakenin<r^L  railroad  industry.  Its  brief  goes  on  to  state  that  Federal 
reo-uiation  of  sizes  and  weights  would  ‘Tnerease  the  capaci^  of 
trucks;”^®  that  the  railroads  “must  not  be  weakened  by  the 

needed  traffic and  that : 

The  maintenance  of  the  railroads  of  the  country  up  to  high  ftaudard  of  efficiency 

facilities  and  continuously  increase  the  amount  of  traffic  d 
carriers.*® 

Ibid.,  pp.  30196—10198. 

Section  225  of  the  Motor  Carrier  Act.  q+  n 1 04*^7 

Exhibit  No.  3448,  Hearings,  Part  XXIIl,  p.  10455  at  p.  10457. 

4“  Hearings,  Part  XXlII,  p.  10198. 

« Sre  the  I.  C.  C.,  Ex  Parte  No.  MC-15.  Statement  on  behalf  of  the  A.  A.  R.,  p.  2. 

« Ibid.,  p.  25. 

**  Ibid.,  p.  109. 

Ibid.,  p.  22. 
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Although  studies  made  by  State  governments  and  by  departments  of 
th>  Federal  Government  have  readied  the  conclusion  tliat  tlie  lack  of 
ui  iforinity  in  State  laws  constitutes  one  of  the  most  serious  trade 
barriers  in  the  United  States/®  the  A.  A.  R.  reached  the  followinir 
CO  iclusion : 

' Oiiestion  of  existing  statutory  restrictions  of  sizes  and  weights  of  motor 
\tJ  .K*les  being  a barrier  to  trade  between  the  states  has  no  pertinency  to  this  case 
foi  the  reason  that  no  showing  is  or  can  be  made  that  the  state  statutory  limits 
ar(  unreasonable  and  discriminatory  in  character/’ 

ATTITX'DE  TOAVARD  CONGRESSIONAL  COMAiriTEES 

Shit  only  was  it  deemed  important  for  the  railroads  to  bring 
pr'ssui-e  to  bear  on  congressmen  but  even  more  important  from  their 
sti  udpoint  was  the  question  of  having  congressional  committees 
de  iling  with  transjiortation  problems  composed  of  congressmen  who 
were  favorable  to  the  railroads. 

n 1933  the  Chicago,  Rock  Island  & Pacific  Railway  wrote  to 
Ju  Ige  Fletcher,  then  chairman  of  the  national  legislative  committee 
of  the  A.  R.  E.  regarding  “the  matter  of  securing  sympathetic 
re]  resentation  in  the  Rivers  and  Harbors  Committee  of  the  House.”  « 
T1  e Rock  Island  then  suggested  the  names  of  several  congressmen 
air  1 asked  the  A.  R.  E. 

” * * to  secure  from  the  state  legislative  committees  reports  on  these 

me  i;  that  is,  reports  as  to  whether  they  would  be  unfriendly  to  the  waterways 
As  soon  as  we  have  the  reports  on  these  men  we  can  then  take  the  next  step 
am  ascertain  whether  they  would  he  willing  to  serve  on  this  Committee.  Then 
we  can  go  a step  farther  and  try  to  get  them  on  the  tiommittee. 

******  * 

I do  not  think  it  is  essential  that  these  men  » * * he  particularly  friendly 
to  the  railroads.  The  (luestion  is,  would  they  be  opposed  to  inland  waterway 
dev  •lopment.*® 

The  A.  R.  E.  promptly  passed  these  suggestions  on  to  the  state 
leg  .slative  committees.  The  letter  to  its  Utah  committee  is  illus- 
tra  ive : 

Oir  special  representative.  .Mr.  Dwinell.  has  suggc.sted  that  we  should  en- 
dea  <ir  to  get  .some  representation  from  States  which  are  not  committed  to 
wat  *rway  programs.  One  of  the.se  is  Utah.  He  is  inquiring  if  I can  ascertain 
whe  her  Congressmen  * * * would  he  suitable  members  of  the  committee 
frori  the  railroad  point  of  view.  The  question  is  whether  these  gentlemen  would 
prol  ably  oppose  the  reckless  expenditure  of  public  funds  for  the  extension  of 
the  vaterways.“ 

The  reply  of  the  Utah  representative  was: 

I have  had  a very  close  personal  friend,  and  who  is  also  very  close  to  Con- 
gresmian  * * *,  interview  him,  and  * * * [he]  told  my‘ friend  that  if 
he  ould  get  on  the  next  Rivers  and  Harbors  Committee  of  the  House  he  would 
con.«  der  him.self  very  fortunate,  and  that  we  could  expect  him  to  do  anything 
rliiit  WH  wished  so  far  as  the  railroads  were  concerned.^ 

^('onncil  of  Stnte  Governments,  Trade  Barrier  Research  Bulletin  Series  Tf  R 

"Barriers  to  Internal  Trfde  in  Prod- 

x Administration.  Marketing  Laws  Survey.  "ComMrativa 

^ State  Statutes  Illustratinsr  Barriers  to  Trade  Between  States  **  iq^9  ^ 

p ^before  the  I.  C.  C..  Ex  Parte  No.  MC-15.  Statement  on  behalf  of  the  A.  A.  B., 

^l!\hibit  No.  aiOS.  ibid.,  p 10-406 
'‘Mxb-bit  No.  3408.  ib'd.,  p.  10*07 
T xhihit  No.  8400.  ibid.,  p.  10407 
54]  xhihit  No.  8500,  ibid.,  p.  10498! 
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The  railroads  which  apparently  considered  it  fair  to  the  rivers  and 
harbors  interests  to  place  congressmen  on  that  committee  who 
be  unfriendly  to  the  waterways”  did  not  look  with  favor  on  members  of 
the  Senate  Committee  on  Interstate  Commerce  who  were  not  pro- 

railroad. 

The  Chaihm.\n.  You  were  also  interested,  Mr.  Fletcher,  in  trying  get  a 
chairman  of  the  Interstate  Commerce  Committee  after  Senator  Couzens  stepped 

fUetchkb.  We  were  interested  as  to  who  .should  be  the  chairman  of  the 

committee,  naturally. 

The  Ch.mrman.  How  is  that? 

Mr.  FTjrrcHEB.  Naturally  we  would  be  interested. 

The  Chairman.  And  yon  indicated  that  you  thought  senator  Couzens  was 

about  the  worst  chairman  you  could  pos.sibly  have?  . , . , , , . 

Mr.  FurrcHEB.  Well,  nothing  except  good  should  be  said  of  the  dead.  I hope 

you  will  not  ask  me  to  comment  on  that. 

The  Chairman  * * • But  without  commenting  upon  it,  you  weie 

an  interest  in  who  was  to  become  chairman  of  the  committee  and  who  should 

not  become  chairman  of  the  committee? 

Mr  FT.ETCHER.  It  was  a very  important  matter  with  ns.  . 

The  Ch.airman.  And  one  of  the  men  you  did  not  want  as  chairman  of  the 

committee.  I believe,  was  myself;  is  not  that  a fact?  * * , m 

Mr.  Fletcher.  I would  think  that  was  our  attitude  at  that  time. 

Although  the  railroads  were  interested  in  the  membership  of  con- 
gressional committees,  tbev  did  not  consider  the  hearinp  before  such 
committees  important.  In  1934  the  general  counsel  of  the  Chicago, 
Milwaukee,  St,  Paul  & Pacific  Railroad  wrote  to  the  president  of  the 

road  as  follows : 

Judge  Fletcher  contemplates  asking  the  Executives  to  approve  a plan  of 
selecting  a number  of  railroad  men  who  have  extensive  personal  aoquaintaucp 
with  members  of  this  Congress  to  he  assigned  to  the  work  of  following  the 
progress  of  the  various  hills  and  more  particularly  to  the  work  of  aiiGcipnting 
action  thereon  by  discussing  the  hills  from  the  standpoint  of  railroad  intere.  t 
with  members  of  Congress  with  whom  they  are  personally  aoquainted,  such 
conversations  to  be  early  enough  to  get  the  railroad  point  of  view  to  the  indi- 
vidual Congressmen  before  they  commit  themselves  to  the  proponents  ei.n\e 
bills  Judge  Fletcher’s  plan  contemplates  that  persons  with  broad  and  inti- 
mate acquaintance  with  Congressmen  that  would  be  selected  for  this  work 
woiild  stay  in  Washington,  during  the  several  months  of  the  present  session 
or  as  much  thereof  as  may  be  desirable.  The  men  to  he  selected,  as  I under- 
stand it,  are  to  he  paid  and  their  expenses  are  to  be  paid  by  the  railroad  for 

''^Vn^conneotion  with  the  foregoing  .Judge  Fletcher  said  that  members  /f  his 
staff  sbonlcl  not  become  involved  in  lobbying?  with  individual  members  of 
gress  but  should  be  confined  to  appearing  before  Committees  at  Gieir 
hearinj^s  and  that  expenses  of  lobbying:  work  should  not  be  paid  througrh  b . 

*^*in  pointine:  out  the  necessity  of  the  arrnnjrement  be  is  suprerostin?  J*ulse 
Fletcher  said  that  hearifio^<  before  the  Comwiftees  are  larpelp  matter.^  of 
scenery  to  satisfy  the  public  and  that  the  effective  work  cannot  be  accom- 
nlisbed  in  the  appearances  of  members  of  bis  staff  before  ( omnuttecs.  In 
bis  iudement  the  effective  work  in  opposition  to  bills  harmful  to  raili^'tads  can 
onlv  be  done  through  personal  interviews  with  Congressmen  conducted  by  men 
personally  acquainted  with  the  Congressmen  they  interview  and  for  wb^m  the 
interviewed  Congressmen  would  have  a feeling  of  respect  and  confidence. 

Mr,  Fletcher  defended  his  position  at  the  subcommittee’s  hearings. 

Mr.  Ft,etcher.  * * * Very  often  bearings  before  committees  do  not  inform 

the  general  body  of  Congressmen  and  Senators  as  to  what  occurred.  Fnrtber- 


“^xhibU  No.  3458.  ibid.,  p.  10467.  [Italics  supplied.! 
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m(  re,  suppose  we  appear  before  a committee  but  fail  to  make  a favorable 
in  pression,  as  often  is  the  case  I take  it,  even  before  the  members  of  the 
CO  nmittee  present,  certainly  it  seems  to  me  there  should  be  some  way  by  which 
til  ! general  body  of  the  Members  of  Congress  should  be  informed  of  our  point 
of  view. 

The  Chairman.  Could  you  not  obtain  that  result  by  writing  a letter  and 
gi'  ing  each  Member  of  Congress  your  personal  views  with  reference  to  any 
nii  tier,  either  in  the  name  of  the  railroad  association  or  over  the  name  of  the 
pr ‘Sident  of  a railroad?  Instead  of  that  what  you  are  seeking  to  do  is  to 
hr  ng  some  fellows  down  here  from  various  States  and  have  them  hang  around 
at  the  various  offices  to  give  their  views  in  person. 

dr.  Fletcher.  It  was  not  my  idea  that  anybody  should  be  asked  to  come  down 
he  'e  and  hang  around  offices. 

V'he  Chairman.  Your  idea  was  to  bring  somebody  down  here  who  would  not 
ha  re  to  hang  around,  is  that  it? 

dr.  Flftcher.  I thought  he  would  be  justified  in  presenting,  particularly  if 
he  personally  knew  Members  of  Congress  and  they  h.id  confidence  in  him,  our 
po  nt  of  view.  I fail  to  see  anything  wrong  with  that.®' 

This  belief  that  personal  contacts  with  Con;iressmen  are  the  most 
sincessfnl  means  of  influencing  legislation,  while  committee  hearings 
ari  largely  a waste  of  time,  was  further  emphasized  by  the  railroads’ 
at  itude  toward  hearings  before  this  subcommittee. 

Mr.  Pelley  testified  that  while  the  A.  A.  K.  had  not  attempted 
to  stop  the  subcommittee’s  investigation,®®  the  Association  was  opposed 
to  it  on  the  grounds  that  it  would  be  futile. 

; Ir.  Pei.i.ey.  Well,  Senator  Wheeler,  I think  I would  be  less  than  frank  to  you 
if  [ did  not  say  I felt  the  investigation  was  not  called  for,  and  that  probably 
it  vould  not  be  worth  the  time  and  the  money  you  would  spend  on  it.  I think 
to  >ay  anything  less  than  that  would  not  be  frank.” 

Seven  months  later,  on  October  15,  1938,  Mr.  Pelley  appeared  as  a 
wi  tness  before  an  emergency  board  appointed  to  investigate  and  report 
on  certain  differences  between  the  carriers  and  their  employees  regard- 
ing a proposed  wage  reduction.®^  In  the  course  of  his  testimony  Mr. 
P(  iley  reiterated  that  he  considered  the  investigation  of  this  subcom- 
m:  ttee  a waste  of  time  and  money, 

’ * * I think  the  general  feeling  was,  and  my  feeling  was,  and  it  has  heen 

cot  firmed  by  the  investigation  for  that  matter,  that  they  probably  would  dig  into 
a 1 It  of  matters  that  had  already  been  made  known,  ♦ * 

Vlthough  IMr.  Pelley  was  convinced  that  this  subcommittee  had  not 
tu  ned  up  anything  new,  it  appeared  in  the  course  of  the  same  day’s 
heirings  that  the  subcommittee’s  investigation  had  revealed  many 
th  ngs  which  Mr.  Pelley  at  least  did  not  know.  The  purpose  of  the 
he  irings  was  to  deterrnine  whether  a 15  percent  wage  cut  which  the 
ra  Iroads  advocated  was  justifiable.®®  Senator  AVheeler  had  appeared 
be  ’ore  the  emergency  board  to  testify  on  the  many  ways  in  which  the 
ra  Iroads  were  wasting  money,  which,  if  saved,  would  make  a wage 
rei  luction  unnecessary.®®  Mr.  Pelley  then  testified  that  the  Senator  did 
no . have  the  facts  to  prove  his  contention  and  that  the  carriers  were 
no:  wasting  their  funds.®^  Under  cross-examination,  liowever,  when 
Ml . Pelley  was  asked  if  he  were  familiar  with  the  specific  examples  of 

S'  Ibid.,  p.  10088. 

K Ibid.,  p.  10128. 

S'  Ibid.,  p.  10129. 
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waste  brought  out  in  the  subcommittee’s  hearings,  he  was  fo^^ced  to 

admit  in  practically  every  case  that  he  was  not  4ow 

Mr.  Pelley  were,  “I  don’t  know  anything  about  that  1 non  t mo 
what  they  said  about  it”;«»  “I  never  heard  ot  that  , I did  not  kno 

^’'The'question  then  arose  as  to  whether  Mr.  Pelley,  president  of  the 
Ass^iaS  of  American  Railroads,  an 

nercent  of  the  Class  I railroads  of  the  United  btates,  had  paia  any 
Attention  to  an  investigation  dealing  exclusively  with  railroads. 

rt  fHvr  ATr  ruviR  reureseutatlve  of  the  Brotherhood  of  Railroad  Trainmen.) 
A„®d  the  time  at  the  heariag,  were  von  not, 

A.  What  hearing? 

Q.  The  Wheeler  Committee  hearing. 

a a™  Pu  t.emmar  with  the  testimony  brought  out  at  that  hearing.  Have 
you  read  it? 

A.  No.“  ^ , * ♦ . • 

Q.*(By  Mr.  Lowenthal.)  Has  the  testimony  been  communicated  to  you  in 
any  form? 

A.  Oh,  we  have  received  all  of  it,  I thiriK. 

Q.  You  know  what  is  in  it?  ^ 

one  day  when  I attended. 

1 l°thlnr„mf c”rS’  I know  I was  there  one  day,  and  I think  that 
was  the  only  time. 

Q.  That  is,  you  were  there  only  one  session/ 

A T \vQ«  tbpre  one  session  I think  was  all.  

t Ymf  kimv  that  tL  sessions  of  the  Committee  Hearings  exceed  some  one 

hundred  in  number? 

Q.-  gUk  aS; To^dTon  “ffistance  of  the  material  presented  at  any  of 

the  sessions  or  most  of  the  sessions? 

A Well,  I have  heard  more  or  less  about  it. 

Q.  Then  you  would  know  what  is  in  the  record  even  though  you  had  not 

read  the  testimony?  , . . ..v.  ^ 

A No  I would  not  know  all  that  is  in  the  record.  . . 

q'  Well,  would  you  know  in  substance  about  what  is  in  the  record? 

A.  Well’  I doubt  if  I would  really." 

♦ ****.* 

O tBv  Mr  H\y,  one  of  the  labor  organizations’  representatives.)  Mr.  Pelley, 

as^I  nndersJood  you,  you  didn’t  keep  up  with  the  details  of  the  Senate  Committee 

about  as  you  probably  would  if  you  lived  in  Washington,  Mr.  Hay, 
and  read  the  morning  papers — that  is  about  all.  ^ 

****** 

Q.  Just  a sort  of  a matter  of  general  news?  , , ^ „ 

A Yes,  I kept  up  with  it  fairly  well,  but  not  closely  at  all.  ^ 

***** 

Q.  You  didn’t  take  any  special  interest  in  it? 

Q.  Just^a  sort  of  a matter  that  you  had  a casual  interest  in? 

A.’  That  is  right.” 
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more,  suppose  we  appear  before  a committee  but  fail  to  make  a favorable 
impressi(»n,  as  often  is  tbe  case  I take  it,  eviai  before  the  members  of  the 
committee  present,  certainly  it  seems  to  me  there  should  be  some  way  by  which 
tbe  general  body  of  the  Members  of  Congress  should  be  informed  of  our  point 
of  view. 

Tl*e  ('HAiR\fAN.  Could  you  not  obtain  that  result  by  writing  a letter  and 
giving  each  Member  of  Congress  your  personal  views  with  reference  to  any 
matter,  cither  in  tbe  name  of  tbe  railroad  assi»ciation  or  over  the  name  of  the 
president  of  a railroad?  Instead  of  that  what  you  are  seeking  to  do  is  to 
bring  some  fellows  down  here  from  various  States  and  have  them  hang  around 
at  the  various  otlices  to  give  their  views  in  person. 

Mr.  Fi.ftichkr.  It  was  not  my  idea  that  anybody  should  be  asked  to  come  down 
here  and  bang  around  offices. 

The  Chairman.  Your  idea  was  to  bring  somebody  down  here  who  would  not 
have  to  hang  around,  is  that  it? 

Mr.  Fi.ErrcHER.  I thought  he  would  be  justified  in  presenting,  particularly  if 
he  personally  knew  Members  of  Congress  and  they  had  confidence  in  him,  our 
point  of  view.  I fail  to  see  anything  wrong  with  that.*^* 

This  belief  that  personal  contacts  with  Congressmen  are  the  most 
successful  means  of  infliiencinir  legislation,  while  committee  hearings 
are  largely  a waste  of  time,  was  farther  emphasized  by  the  railroads’ 
attitude  toward  hearings  before  this  subcommittee. 

Mr.  Pelley  testified  that  while  the  A.  A.  R.  had  not  attempted 
to  stop  tlie  subcommittee’s  investigation,®^  the  Association  Avas  opposed 
to  it  on  the  grounds  that  it  would  be  futile. 

Mr.  rET.T.ET.  Well,  Senator  Wheeler,  I think  I would  be  less  than  frank  to  you 
if  I did  not  say  1 felt  the  investigation  was  not  called  for,  and  that  probably 
it  would  not  be  worth  the  time  and  the  money  you  would  spend  on  it.  I think 
to  say  anything  less  than  that  would  not  be  frank/"® 

Seven  months  later,  on  October  15,  1938,  Mr.  Pelley  appeared  as  a 
witness  before  an  emergency  board  appointed  to  investigate  and  report 
on  certain  differences  between  the  carriers  and  their  employees  regard- 
ing a proposed  wage  reduction.®^  In  the  course  of  his  testimony  Mr. 
Pelley  reiterated  that  he  considered  the  investigation  of  this  subcom- 
mittee a waste  of  time  and  money. 

♦ ♦ ♦ I think  the  general  feeling  was,  and  my  feeling  was,  and  it  has  been 

confirmed  hij  the  invesfiaafion  for  that  matter,  that  they  probably  would  dig  into 
a lot  of  matters  that  had  already  been  made  known,  ♦ * 

Although  Mr.  Pelley  was  convinced  that  this  subcommittee  had  not 
turned  up  anything  new,  it  appeared  in  the  course  of  the  same  day’s 
hearings  that  the  subcommittee’s  investigation  had  revealed  many 
things  which  Mr.  Pelley  at  least  did  not  know.  The  purpose  of  the 
hearings  was  to  determine  whether  a 15  p<^rcent  wage  cut  which  the 
railroads  advocated  Avas  justifiable.®®  Senator  Wheeler  had  appeared 
before  the  emergency  board  to  testify  on  the  many  ways  in  which  the 
railroads  were  Avasting  money,  which,  if  saA^ed,  Avould  make  a wage 
reduction  unnecessary.®®  Mr.  Pelley  then  testified  that  the  Senator  did 
not  have  the  facts  to  prove  his  contention  and  that  the  carriers  were 
not  AN'asting  their  funds.®^  Under  cross-examination,  hoAA^ever,  Avheii 
Mr.  Pelley  Avas  asked  if  he  were  familiar  with  the  specific  examples  of 
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waste  broujiht  out  in  the  subcommittee’s  hearinp;s,  be  was  forced  to 


that  ” 

The  question  then  arose  as  to  whether  Mr.  Pelley,  president  of  the 
Association  of  American  Railroads,  an  organization  composed  ot  99 
percent  of  the  Class  I railroads  of  the  United  States,  had  paid  any 
attention  to  an  investigation  dealing  exclusively  with  railroads. 

Q.  (By  Mr.  Davis,  representative  of  the  Brotherhood  of  Railroad  Trainmen.) 
And  you  wore  present  a great  deal  of  the  time  at  the  hearing,  were  you  not/ 

A.  "What  hearing? 

Q.  The  Wheeler  Committee  hearing. 

A No  sir 

Q.  Are  you  familiar  with  the  testimony  brought  out  at  that  hearing?  Have 

you  read  it? 

A.  No.®® 

.*♦♦**• 

Q.  (By  Mr.  Lowenthal.)  Has  the  testimony  been  communicated  to  you  in 
any  form? 

A.  Oh,  we  have  received  all  of  it,  I think. 

Q.  You  know  Avhat  is  in  it?  , » , ^ 

A.  I know  something  about  it,  but  I have  not  read  it  all.  I have  not  even 
heard  about  it  all.  1 say  that  what  I know  would  be  probably  what  the  averap 
reader  of  the  newspapers  would  get  as  to  AVhat  happened  up  there  except  on  the 
one  day  when  I attended. 

Q.  You  Avere  there  one  day?  , x i-x.*  i 4.x.  x 

A.  I think  that  is  correct.  I know  I was  there  one  day,  and  I think  that 

was  the  only  time. 

Q.  That  is,  you  were  there  only  one  session? 

A.  I was  there  one  session  I think  was  all. 

Q.  You  know  that  the  sessions  of  the  Committee  Hearings  exceed  some  one 

hundred  in  number? 

A.  Oh,  I kneAV  they  were  numerous. 

Q.  Has  anybody  told  you  the  substance  of  the  material  presented  at  any  of 
the  sessions  or  most  of  the  sessions? 

A.  Well,  I haA’e  heard  more  or  less  about  it. 

Q.  Then  you  would  know  Avhat  is  in  the  record  even  though  you  had  not 
read  the  testimony? 

A.  No,  I would  not  know  all  that  is  in  the  record. 

Q.  Well,  would  you  know  in  substance  about  what  is  in  the  record? 

A.  Well,  I doubt  if  I Avould  really.®" 

Q.  (By  Mr.  Hay,  one  of  the  labor  organizations’  representatives.)  Mr.  Pelley, 
as  I understood  you,  you  didn’t  keep  up  with  the  details  of  the  Senate  Committee 
investigation? 

A.  Oh,  about  as  you  probably  would  if  yon  lived  in  Washington,  Mr.  Hay, 
and  read  the  morning  papers — that  is  about  all. 

Q.  Just  a sort  of  a matter  of  general  news? 

A.  Yes,  I kept  up  with  it  fairly  well,  but  not  closely  at  all. 

t * * * * ♦ • 

Q.  You  didn’t  take  any  special  interest  in  it? 

A.  Not  at  all. 

Q.  Just  a sort  of  a matter  that  you  had  a casual  interest  in? 

A.  That  is  right.®® 

®=Ibid.,  p.  10631. 
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The  Association  of  American  Railroads  was  formed  in  answer  to 
the  challenge  of  the  Federal  Coordinator  for  the  railroads  to  join 
together  and  seek  a solution  to  the  problems  facing  the  industry. 
The  Association  not  only  accepted  this  suggestion  but  felt  that  it 
was  so  well  qualified  to  regulate  the  railroads  that  the  office  of  federal 
coordinator  would  no  longer  be  necessary.  Yet  the  president  of  this 
organization  which  had  assumed  such  a great  responsibility,  knew 
no  more  than  the  “average  reader  of  the  newspapers”  about  an  investi- 
gation dealing  with  the  vital  problems  of  railroad  finance.  Further- 
more, the  material  compiled  by  this  subcommittee  and  the  thousands  of 
pages  of  testimony  brought  out  in  its  hearings  have  furnished  the 
basis  for  bills  introduced  into  Congress.  But  the  president  of  the 

Association  of  American  Railroads  took  only  “a  casual  interest”  in  the 
proceedings. 


A-'-.*' 


SUMMARY  AND  CONCLUSIONS 


During  recent  years  millions  of  dollars  of  railroad  funds  have  been 
disbursed  through  hundreds  of  associations,  railroad  and  otherwise. 
This  report  describes  the  activities  of  outstanding  examples  of  these 
organizations  in  the  fields  of  education,  legislation,  and  self-regulation. 

Railroads  in  common  with  other  industries,  institutions,  associa- 
tions, and  organizations  have  the  right  to  present  their  point  of  view 
to  the  public.  But  the  public  has  an  equal  right  to  know  the  source 
of  facts  and  information  presented  to  them,  and  some  railroads  have 
made  a practice  of  disguising  their  educational  activities. 

In  one  instance  a transportation  study,  financed  by  a large  railroad 
system  and  widely  distributed  in  public  schools,  made  no  mention  of 
the  fact  that  railroad  funds  were  behind  it.  Instead  it  gave  the 
impression  that  it  was  the  work  of  a Government-sponsored  institution 
and  hence  an  impartial  survey.  Another  foundation,  organized  at 
the  suggestion  of  railroad  executives  and  financed  in  part  by  railroad 
treasuries,  distributed  its  publications  to  hundreds  of  thousands  of 
persons.  Material  in  these  publications  was  subject  to  the  censorship 
of  railroad  officials  and  was  characterized  by  them  as  “prorailroad” 
m its  viewpoint.  Nevertheless,  this  foundation  described  itself  as  an 
“independent  organization”  interested  only  in  the  “presentation  of 
facts”  and  failed  to  reveal  in  any  instance  that  it  received  financial 
and  other  support  from  railroads. 

Another  organization  also  presented  itself  to  the  public  as  a “neutral 
agency,”  an  “unbiased  association”  and  an  “independent  organization.” 
Here  again  investigation  disclosed  that  the  organization  was  brought 
into  being  primarily  through  the  railroads,  was  heavily  financed  by 
railroads,  and  was  working  to  protect  railroads  from  the  competition 
of  other  forms  of  transportation  and  Government  regulation.  Direc- 
tors of  this  organization  were  selected  according  to  their  “railroad 
attitude,”  and  at  least  some  of  the  so-called  educational  material  it 
put  out  originated  in  the  offices  of  railroad  executives  who  frankly 
admitted  that  such  material  if  sponsored  openly  by  the  railroads  would 
be  discounted  as  too  biased. 

Legislative  activities  have  also  been  considered  one  of  the  primary 
functions  of  railroad  organizations.  Here  again  there  is  no  question 
of  their  right  to  work  for  or  against  certain  legislation.  Hearings  be- 
fore congressional  committees  have  been  designed  for  the  very  pur- 
])ose  of  permitting  interested  parties  to  jiresent  their  opinions  to  the 
Congressmen  who  are  charged  with  the  duty  of  determining  the  laws 
of  the  land.  Railroads,  however,  have  not  alwa3^s  been  satisfied  with 
the  channels  provided  for  expressing  their  views  on  legislation  and 
have  referred  to  congressional  hearings  as  “largeh"  matters  of  .sceneiy.” 
Therefore,  railroads  have  sometimes  used  a different  ai)proach.  Elab- 
orate mechanisms  have  been  set  up  whereby  the  whole  countr}'  is 
divided  into  areas  which  are  assigned  to  various  railroads  for  purposes 
of  organization.  Through  these  local  divisions  pressure  has  been 
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broii^lit  to  bear  on  Congressmen  to  support  legislation  which  the  rail- 
roads consider  favorable  and  to  oppose  bills  which  they  consider  inimi- 
cal to  their  interests.  Railroads  have  also  been  active  in  trying  to 
influence  appointments  to  congressional  committees,  in  opposing  con- 
gressional investigations  of  railroads,  and  in  promoting  legislation 
with  a sectional  rather  than  a national  interest. 

Railroads  and  railroad  associations  have  spent  large  sums  in  lobbying 
for  antitruck  legislation.  Seldom  revealing  their  true  role,  they  have 
worked  “under  coyer”  behind  the  fronts  of  taxpayers’  groiq:)S,  trans- 
portation associations,  safety  councils,  and  other  organized  groups. 
Among  the  measures  thus  secretly  sponsored  have  been  laws  increasing 
taxes  on  trucks,  limiting  the  size  and  weight  of  trucks  and  trailers,  and 
tightening  insurance  and  license  requirements. 

Enforcement  of  such  legislation  by  railroads  has  been  promoted  by 
admittedly  “deceptive”  methods.  Intricate  spy  systems  have  been  set 
up  to  catch  trucks  and  truckers  in  violation  of  "the  laws.  Une  man 
subsidized  by  railroad  funds  disguised  himself  as  a salesman  of  scales 
for  weighing  trucks.  Another  concealed  his  railroad  connection  by 
pretending  that  his  major  interest  was  in  getting  truckers  arrested  so 
that  he  could  supply  them  with  bail  bonds.  One  agent  secured  valu- 
able information  for  the  railroads  as  a representative  of  an  “inde- 
pendent” weekly.  Staffs  of  railroads  w’ere  organized  into  a vast 
“intelligence  system”  for  relaying  information  regarding  truck  move- 
ments. Rewards  were  offered  to  ofiicers  of  the  law  to  arrest  truckers. 
Fictitious  complaints  from  constituents  were  used  in  bringing  pressure 
to  bear  on  legislators.  Material  furnished  free  to  newspapers  and 
supposedly  coming  from  a disinterested  source  gave  wide  publicity  to 
the  railroads’  point  of  view.  Research  studies  presented  as  the  work 
of  impartial  engineers  or  taxpayers’  groujis,  but  actually  financed  by 
the  railroads,  purported  to  show  the  damage  done  to  highways  by 
trucks  and  the  inadequacy  of  taxation  on  trucks. 

In  their  legislative  work  the  railroad  associations  have  called  on 
the  staffs  of  railroads,  chambers  of  commerce,  shippers’  groups,  and 
many  others  to  testify  in  behalf  of  the  railroads  and  to  urge  action 
on  legislators.  In  many  iiistances  such  groups  have  been  paid  by 
the  railroads  for  their  services  and  have  then  urged  their  views  on 

Congressmen  as  those  of  disinterested  bodies  unconnected  with  the 
carriers. 

The  railroads  entered  the  field  of  self-regulation  in  the  depth  of 
the  depression  when  it  was  evident  that  measures  of  some  kind  were 
needed  to  save  the  industry  from  comphite  collapse.  The  Federal 
Coordinator  of  Transportation  proposed,  and  the  railroads  accepted 
his  proposal,  that  the  carriers,  by  a concerted  effort  through  a cen- 
tral organization  of  their  own,  solve  the  more  pressing  problems 
which  faced  them.  i ^ i 

However,  the  railroads  have  failed  to  achieve  stated  objectives  of 
the  association  which  they  set  up  for  this  purpose.  The  plan  to  absorb 
oyer  a hundred  railroad  organizations  into  one  all-powerful  associa- 
tion finally  resulted  in  amalgamating  only  8.  The  coordination  of 
railroad  facilities  which  was  expected  to  save  the  carriers  millions  of 
dollars  annually  was  completed  in  only  24  cases  out  of  more  than  500 
during  a period  of  3 years,  and  these  proje(;ts  were  so  small  that  there 
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was  little  resultant  saving  to  the  railroads.  ^Machinery  for  self-regula- 
tion has  proved  of  little  avail  in  the  vital  fields  of  freight-rate  divi- 
sions, private-car  rates,  and  Pullman  Co.  contracts.  Railroad 
executives  testified  before  this  subcommittee  that  not  only  has  nothing 
been  achieved,  but  that  it  is  futile  to  expect  any  results  from  this 
I’ailroad  association  because  it  is  dominated  by  a few  powerful  roads 
which  are  only  working  for  their  own  interests  and  not  the  interests 
of  the  railroads  as  a Avhole. 

The  railroad  industry  as  a public  utility  serving  a public  interest 
has  a responsibility  to  inform  the  public  of  its  activities,  to  promote 
legislation  for  the  general  good,  and  to  contribute  to  a solution  of  the 
industry’s  problems.  But  this  report  indicates  that  railroads  and 
railroad  associations  have  often  resorted  to  indirection  in  offering 
information  to  the  public;  that  railroads  and  railroad  associations 
have  not  always  been  open,  frank,  and  aboveboard  in  presenting  legis- 
lation to  Congress;  and  that  railroads  and  railroad  associations  have 
often  been  more  concerned  with  the  selfish  interests  of  a few  rather 
than  the  needs  of  the  industry  as  a whole. 
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^ Con^ip^i.W’'''''""^  Pacific  System— Acquisition  of  Fort  Worth  Belt  Railway 
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p.r  19  Securities  and  Related  Accounting  Practices” 
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^ ^ ‘'j  viiKJ^o  Gienl  Western  Ilivideinls.” 

P-i‘d  iZvn-oa"*’  Western  Purchases  of  its  own  Stock.” 

TmnZtSoZ  ^ ^ ^euthern  Stock 

^‘sr<(lZsueo?rS”  Company:  $15,n<M),000  Preference 

^*‘wallZ  Hudson  System— Purchases  of  Lehigli  Valley  and 

Port  l.^“nncago.  Milwaukee  & St.  Paul  Railway  Company  1995_i()9s 

Receivership  and  Reorganization  ” ' * 

^*‘'w-.nlZ'\^’ Reorganization  of  the  Chicago,  Mil- 
xZVoit’^  ^ " Railway  ( ompany— Role  of  the  Guaranty  Trust  Co.  of 
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R‘’eific  R.  R.  Co.,  Some  Aspects 
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Part  23  ”Wabasli  Railway  Comijany:  Income  in  1980.” 
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Part  24 — “Pennroad  Corporation : Formation  and  Initial  Financing.’* 

Part  25 — “Alleghany  System — Midamerica  CoriK)ration : Its  Uses  as  a 
Holding  Company.” 

Part  26— “Alleghany  System— Sale  by  George  A.  Ball ; Tax  Avoidance 
Through  Charitable  Foundations.” 

Part  27 — “Alleghany  System — Acquisition  of  Control  by  Robert  R.  Young.” 
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Report  No.  1182  ( 76th  Cong.,  3d  sess.)  : 

‘‘Railroad  Combination  in  the  Eastern  Region”: 

Part  1 (Before  1920). 

Part  2 (1920-1924). 

Part  3 (1924-1926). 

Part  4 (1926-1929). 

Part  5 (1930-1932). 

Report  No.  26  (77th  Cong.,  1st  sess.)  : 

Part  1 — “Alleghany  Corporation : Plan  for  Reorganization  and  Merger  with 
the  Chesapeake  Corporation.” 
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